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From the President of the University of Calrforma, 
Clark Kerr 


We welcome the California Management Review into the family of publica- 
tions sponsored by the University of California with the expectation that it 
will provide a vital link in the communication network among managers and 
between them and research personnel, for the benefit of the managers, the 
research personnel, and society as a whole. 


Management is a pervasive factor in the highly organized society of the 
twentieth century. The most crucial human factor in an industrial society may 
well be the business manager. But whether in an industrial, governmental or 
educational organization, management is the fulcrum upon which organiza- 
tional forces concentrate. 


The complex nature of the managerial function has generated an ever-increas- 
ing demand for knowledge which will enable managers to improve their per- 
formance and that of their organizations. Much of this knowledge is available 
in the experience of others and in the findings of research studies. The com- 
munication to the managers is frequently the missing component. 


Research is a primary function of the University of California, as it is at most 
major universities. The findings of studies in almost any discipline—whether 
the natural sciences, behavioral sciences, humanities or the applied fields— 
have potential value for managers. It is necessary for someone to perform the 
function of separating from the research reports and presenting in usable 
form the information of value to managers in sources accessible to them. 


One of the major objectives of the California Ma .gment Review is to provide 
a pipeline to facilitate the flow of knowledge from the research person to the 
manager. We hope that by sponsoring this publication we will significantly 
increase the availability of research findings to managers and stimulate re- 
search through feedback of problems from managers to the research units. 
The result should be the improvement of management and ultimately the more 
effective operation of our society. 











To Our Readers and Contributors: 


In this, the first issue of the California Management Review, it is fitting to 
comment on the major objective of the Review and to summarize the editorial 
policies by which we hope to achieve this objective. 

The need for greater skill, knowledge, and leadership in meeting the 
pressures and problems of management in a rapidly changing world has 
provided the impetus for this new publication and dictated its objective. 
As an authoritative source of managerial information and ideas, the Review 
seeks to serve as a bridge between creative thought about management and 
executive action. 

In pursuit of this basic objective, the Editorial Board has adopted the 
following policies: 


1. The Review is to be directed towards the active manager interested 
in improving his performance and towards scholars, teachers, and observers 
interested in the general development of management. 

2. Articles, reader comments, and other material presented in the Review 
must make a significant contribution to the practice or theory of management. 

3. Articles appearing in the Review may vary in approach, length, and 
source. 

(a) Articles differing from one another in approach and purpose are sought. The 
Review will include articles presenting: 

—Results of original and important research in management by investigators 
in universities, business, and government. 

—Basic evaluations of significant trends in the environment in which manage- 
ment operates. 

—Descriptions and appraisals of techniques in management. 

—Reflections on general issues concerning management. 

(b) The length of an article should be dictated by the material presented. Each 
article should be limited to the minimum length necessary to express ideas 
clearly and concisely. 

(c) Because management can benefit significantly from the contributions of those 
in the other social sciences, in the humanities, and in the physical sciences, as 
well as from the contributions of those whose primary interest is management, 
articles from diverse sources are encouraged. 


We wish to take this opportunity to solicit manuscripts, comments, and 
criticisms from you, the reader. The success of this venture depends upon 
the active support of each of you not only as a reader, but as a contributor of 
suggestions and articles. All manuscripts should be submitted in duplicate, 
double-spaced typewritten. Manuscripts, comments, and criticisms may be 
addressed to any of the Editors at the addresses shown below. 


EDITORS: 
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CHESTER I. BARNARD 


Elementary Conditions 


of Business Morals 


The confusion surrounding the concept of business 


morality and the general failure to recognize how 
much of business behavior is motivated by moral 


considerations have prompted our author to describe 
classes of business morality, the kinds of conflicts 


they involve, and ways of resolving these conflicts. 


This subject has been selected as consonant 
with the purpose of the founder of the Barbara 
Weinstock Endowment.’ Although “Business 
Morals” is somewhat broader than “The Mor- 
als of Trade,” the phrase he used includes the 
latter. Please note also that I am not talking 
about “Principles of Business Morals” but 
“Elementary Conditions” and that the empha- 
sis is empirical rather than theoretical or philo- 
sophical. What follows is not an essay in soci- 
ology, social psychology, or the philosophy of 
ethics, nor is it a theological discussion of vir- 
tue and sin in or of business organizations. 
What follows is the result of reflection upon 
long personal experience in a wide variety of 
organizations—business, governmental, and 
philanthropic—with extensive opportunity for 
observation, although of course I have bene- 
fited from the views of many others expressed 


‘This paper was first given as a Barbara Wein- 
stock Lecture on Morals of Trade at the University of 
California, Berkeley. 


in conferences and in books. I should therefore 
like the privilege of being quite informal and 
at times quite personal. 

It may help to understand the significance of 
our subject and my purpose if I summarize 
briefly my experience in reaching my present 
views of it. Apropos is a letter I received re- 
cently from a student in a technical school in 
Sydney, Australia. Evidently he had been re- 
quired to read at least one of my books and had 
been assigned as a topic for a paper “Barnard’s 
Biography.” He said ke could find nothing 
about me in Sydney except in Who’s Who, 
which told him little. Therefore, would I kindly 
write an autobiographical sketch that would 
tell him “how you got that way.” I shall now 
state “how I got this way.” 

In 1937 I delivered eight lectures at the 
Lowell Institute in Boston under the title “The 
Functions of the Executive.” On the initiative 
of the Harvard University Press I agreed to 





MR. BARNARD, whose distinguished career as businessman, foundation executive, and public 
servant is well known, is also the author of two classics on management, The Functions of the 
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convert these lectures, which were orally ex- 
temporaneous, into a book. This was published 
in the fall of 1938 under the same title. Perhaps 
a more nearly appropriate title would have 
been “The Sociology of Formal Organiza- 
tions,” but such an effort was far from my 
mind, and such a title would have seemed bom- 
bastic to me and to others as well. I was merely 
trying to describe or state the nature of the 
essential tool or apparatus with, through, or 
by which executives have to work, as an indis- 
pensable introduction to the discussion of the 
practice of management and the problems of 
leadership. 

From this study emerged two leading ideas 
pertinent to this lecture, although I was not 
aware of this until after publication. The first 
is that every formal organization is a social 
system, something much broader than a bare 
economic or political instrumentality or the fic- 
tional legal entity implicit in corporation law. 
As social systems, organizations give expres- 
sion to or reflect mores, patterns of culture, 
implicit assumptions as to the world, deep con- 
victions, unconscious beliefs that make them 
largely autonomous moral institutions on 
which instrumental political, economic, reli- 
gious, or other functions are superimposed or 
from which they evolve. 

The second idea is that to a large extent man- 
agement decisions are concerned with moral 
issues. Undoubtedly long before recognizing 
this I had had numerous experiences exempli- 
fying it; but I had never distinguished between 
decisions of a technical or technological char- 
acter, subject to factual and reasoned conclu- 
sions, and those involving a less tangible sens- 
ing of values. But this idea of moralities in or- 
ganizations was one of issues arising within 
organizations, with little or no reference to 
prevalent moral conceptions in the great socie- 
ties within which these formal organizations 
exist, nor did it take into account the obliga- 
tions of incorporated organizations as legal 
entities. 





Recognition of the fact that codperation 
among men, through formal organizations of 
their activities, creates moralities was to me, 
in 1938, a startling conception. One of its im. 
plications was that modern Western civilization 
is morally complex, far beyond other civiliza. 
tions. This view seemed to me to be confirmed 
by the marvelous orderliness and stability of 


our society. Another implication was that con. | 


flicts and misunderstanding of moral positions, 
as contrasted with conflicts of economic or 
power interests, must have greatly increased 
and that frustrations, confusions, and uncer. 
tainties with respect to right and wrong surely 
were magnified. However, all this increased 
my perplexity concerning the reasons why 
Judeo-Christian ethics, the Ten Command. 


ments, the Sermon on the Mount, the Golden 


Rule, seemed to have so little application or 
relevance to the moral problems of the world 


of affairs. I did not know then that others | 


recognized this, as I subsequently discovered. 
For example, Professor Frank H. Knight in his 


essay “Conflict of Values: Freedom and Jus. ' 


tice” says: 


All will agree that literal inc‘vidual liberty must be 
limited by law, by enforced law. We need not here 
debate against anarchism; nor, we should hope, 
against the view (though held for many centuries by 
official Christianity) that laws and governments 
“would be” superfluous if men were not sinful. A pure 
personal-relations ethic, of whatever form, can hardly 
furnish rules for such activities as international trade, 
or any dealings with people too numerous and remote 
to have reality for us as individuals, with the unborn, 


or for the future of cultural values; in fact, any rules ; 


for organizing work or play.’ 


And Mrs. Alfred North Whitehead is re- 


ported to have remarked: “They may finally ' 


succumb and learn to like the poison after they 
have been sufficiently tainted... .” 

“On the credit side,” said Whitehead, “I notice that 
a large part of what is written for the serious columns 
of your newspaper is to set before the readers their 
responsibility for maintaining the social system. The 
aspects of this are various, but that in the end is what 
it all comes to: the readers are being reminded that 


"le Geds-of Economic Life, ed. A. Dudley Ward ‘ 


(New York: Harper & Brothers, 1953) , pp. 203-230. 
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the preservation of a social system depends on them. 
Now responsibility for a social system is the ground- 
work of civilization. Without a society in which life 
and property are to some extent secure, existence can 
continue only at the lowest levels—you cannot have a 
good life for those you love, nor can you devote your 
energies to activity on the higher level. Consequently, 
a sense of responsibility for the continuance of a social 
system is basic to any morality. Now this form of re- 
sponsibility is almost entirely absent from Christianity. 
Jesus hardly mentions it, except for one or two re- 
marks.” 

“And one of these,” said Mrs. Whitehead, “ ‘Render 
unto Caesar,’ was evasive.” 

“There were historical reasons for this lack, I grant 
you,” he continued. “The Hebrews had no independent 
state to govern, and a man cannot be blamed for fail- 
ing to consider what there was in his period no occa- 
sion for considering. He said what an able thinker 
might be expected to say. His historical situation did 
not elicit a code of ethics concerned with responsibility 
for a social system; but the absence of such responsi- 
bility has been a characteristic of the Jews for cen- 
turies. That is one reason for their unpopularity. You 
may say that the way they have been treated in many 
of the countries of their sojourn has not permitted 
such participation, and I quite agree. But that absence 
has involved Christianity in an almost perpetual self- 
contradiction. It held that the externals of life are not 
worth caring about and at the same time insisted on 
types of moral conduct which cannot be observed— 
without perishing—unless the externals of life are 
sufficiently well organized. A society run on strictly 
Christian principles could not survive at all.’ 


The approach of war and then war duta. 
prevented much reflection upon these matters, 
though experience during this period seemed 
to confirm my previous conclusions about the 
essentially moral character of behavior in for- 
mal organizations. 

] began to get a little more insight into this 
subject in 1944 when I attended a conference 
of what was then called “A Commission on a 
Just and Durable Peace,” an activity of the 
Federal Council of Churches of Christ in the 
United States of America. It was held at Cleve- 
land, Ohio, under the chairmanship of Mr. 
John Foster Dulles. About half the delegates 
were clergymen and most of the remainder 
were church people. It was concerned primar- 
ily with international relations; but in the vari- 
ous sectional meetings I observed that when- 

* Dialogues of Alfred North Whitehead. As Re- 


corded by Lucien Price (Boston: Little, Brown & Co., 
1954), pp. 261-262. 


ever the discussion related to public or busi- 
ness affairs, the assumptions as to the nature 
of such affairs seemed to me quite unrealistic. 
Whenever an attempt was made to apply a 
moral precept, it seemed to me substantially 
irrelevant; and what seemed to me the essen- 
tial moral dilemmas of business and public af- 
fairs were evidently not contemplated at all. 

Why? Because, I thought, the facts of busi- 
ness life were not available. This seemed to be 
to some extent a matter of communication and 
of semantics. The theologians were talking in 
terms of a nomadic and simple agricultural 
life—of sheep and lambs, of shepherds—in an 
industrial age in which the majority had no 
experience of rural life. But the fault was not 
so much that of the theologians and the clergy. 
The doctrine of the economists concerned with 
highly abstract aggregates of behavior, with 
its highly artificial assumptions of the maxi- 
mizations of profits as the principle of eco- 
nomic behavior, was not merely misleading 
but abortive; and they had neglected the study 
of business as such, of the entrepreneurial 
functions and its history. And the men of af- 
fairs, though some were highly loquacious, 
were singularly inarticulate except in the tech- 
nical language of their heterogeneous shops. 
There are reasons for this inarticulateness to 
which I shall refer later. Suffice it to say that in 
my estimation empirical studies of behavior in 
business and affairs, of organizations, and of 
the moralities they create, were needed, stated 
in language facilitating communication with 
those whose concern is with general problems 
of ethics. 

However laborious the path by which I 
reached this view, it was not new. For a num- 
ber of years the Federal Council of Churches 
had maintained a Department of the Church 
and Economic Life which had shown concern 
for the empirical facts, though its approach was 
primarily from the religious side; and it had 
little money for the expensive research re- 
quired. Mr. Paul G. Hoffman, one of my prede- 
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cessors on this platform, then Chairman of the 
Committee for Economic Development, was 
much interested in these efforts which I sup- 
pose were somewhat analogous to those of his 
committee. He offered to attempt to raise 
money for the research requirements if I would 
do likewise; but my suggestion was that at least 
initially funds should be sought from the most 
neutral sources, that is, the foundations, since 
many controversial questions would be in- 
volved, the treatment of which should not be 
biased by the source of funds, whether from 
private individuals, corporations, or labor 
unions. Subsequently the Federal Council made 
application to the Rockefeller Foundation for 
support. More than $200,000 in two appropria- 
tions was made available, resulting in the pro- 
duction of a series of books published by Har- 
per & Brothers. In them there is not much 
reflection of empirical research, but an illumi- 
nating presentation of the approaches and con- 
siderations involved in understanding the 
problems of business morality. 

My purpose in this introduction has been to 
indicate the nature of the problem of business 
morality, the confusion that exists about it, its 
importance, and something of what has been 
attempted recently to secure enlightenment in 
a field that is obscure. What I wish to do in the 
following discussion is to sketch some of the 
elementary conditions of behavior in business 


relevant to moral questions. 


DEFINITION OF MORALITY 


The ideas that there may be numerous sys- 
tems or codes or attitudes of morality and that 
cooperation in formal organizations creates 
such systems or codes or attitudes are not com- 
mon. And much behavior that is determined by 
moral attitudes is not recognized as such. I 
therefore should attempt some approximate 
definition of morals, morality, and associated 
concepts. I mean by moral behavior that which 
is governed by beliefs or feelings of what is 
right or wrong regardless of self-interest or 


immediate consequences of a decision to do or 
not to do specific things under particular condi. 
tions. To some extent questions of right or 
wrong in business are strictly personal—hon. 
esty, abstinence from violation of the rights of 
others, conformance to rules of decency, 
Golden Rule in regard to the interests of others, 
charity—the questions with which traditional 
religious or philosophical ethics are concerned, 
Most modern concrete business behavior, how. 
ever, is not of direct personal interest. Rather, 
business morality relates to “good of the or. 
ganization,” “interests of society,” prescrip. 
tions of law. The fact that personal interests are 
not involved leads many to fail to recognize 
that adherence to organizational interest, to 
correct procedure, as in the courts—for ex. 
ample, in application of the first ten amend. 


ments—becomes not technical, but moral in the 


sense just stated. | shall set forth some of these 
moralities in the next section of this paper en- 
titled “Varieties of Moralities.” 


The propensity toward ideal behavior stated 


without regard to ethical foundations in reli- | 


gious doctrine or to philosophical precepts is 


so deceptively simple that it raises the possibil- | 


ity that to emphasize the moral character of so 
large a part of modern business behavior is to 
paint the lily of what after all may be only 
“practical” behavior. Why, to the layman, does 
business practice so often seem either immoral 
or amoral? In part the remainder of this lec- 
ture is concerned with this question; but it may 
be useful to give here some brief general com- 
ments suggesting why moral business behavior 
is not always recognized as being moral. 
First, a perfectionist standard is not a valid 
criterion of moral behavior. Moral ideals, when 
expressed in general terms rather than in ac- 
tion in concrete situations, are necessarily ab- 
stract, and attainment may fall far short of the 
abstract ideal. This does not mean that failure 
is evidence of immorality, but that moral 


achievement is in part dependent on concrete 


conditions which vary widely. This is perhaps 
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only to say that the degree of “temptation” to 
deviance must be taken into account. The test 
is not whether moral error is committed, but 
whether when committed it is so recognized 
with accompanying apology, regret, or re- 
morse. However, the situation is one where the 
professor of a moral standard is vulnerable to 
criticism, extremely difficult to meet where 
technical considerations are involved. It ex- 
plains why so often I have heard men say that 
they were operating frankly on the basis of 
self-interest or for economic or even legal rea- 
sons when I knew this was not the case. 
Second, the more moral organized behavior 
becomes the more frequently will conflicts 
arise, not only between moral principles, but 
between such principles and those of technical 
(accounting, financial, legal, organizational) 
and technological character. This will be fur- 
ther discussed later. Suffice it to say here that 
the situation is one easily interpreted as one of 
incessant conflict to defeat moral principles, 
and to obscure their constructive influence. 
Finally, and perhaps more important, is the 
fact that explicitly moral terms are not much 
admitted in business or public affairs. The 


> 66 


terms most used are “loyalty,” “responsibil- 
ity,” “duties,” and “obligations.” Though such 
terms are ambiguous (e.g., “responsibility” is 
often used to mean “legal liability” where no 
moral question may be involved) they are in 
fact loaded with moral implications. These be- 
ing the terms currently used, I shall from here 
on largely use them instead of “moral” or “‘mo- 
rality” as being more convenient and as lend- 
ing themselves perhaps to more easily intel- 
ligible discussion. 


VARIETIES OF MORALITYTES 
IN BUSINESS 


To give more meaning and substance to gen- 
eral remarks already made and to suggest what 
is meant by “elementary conditions” of busi- 
ness morality, I shall now present several 
classes of responsibility readily distinguishable 


in any large organization and only somewhat 
less easily recognized in other organizations, 
even though small. I am not attempting here to 
be comprehensive or to present a selection 
based on a thoroughgoing taxonomic study of 
the moralities of business. Indeed, I think that 
would be impossible at the present time. Much 
observation and analysis will be required be- 
fore this can be done. There is little explicit 
knowledge of this subject. Such understanding 
of it as there is, is a matter of intuitive famil- 
iarity with specific organizations, specific op- 
erations, and specific conditions. Thus the 
moral climate in different organizations varies 
greatly, so that a thoroughly competent execu- 
tive, administrator, or employee transferring 
from one to another will require as much time 
“to learn the ropes” of the moral climate as of 
the technical situation—and may never “learn 
the ropes;” that is, the loyalties and responsi- 
bilities of a transportation organization, of a 
publicly regulated electric power organization, 
of one manufacturing shoes and one manufac- 
turing dangerous chemicals, of a distributor of 
automobiles and a distributor of nylon stock- 
ings, are radically different. 

In the discussion that follows I have ar- 
ranged the topics roughly from the general and 
simple to the more specific and complex. First 
I shall discuss personal responsibility, then 
representative responsibility, then personnel 
responsibility, then corporate responsibility, 
then organizational responsibility, followed in 
order by economic, technical and technologi- 
cal, and legal responsibility. 


Personal Responsibility 


A necessary, but by no means a sufficient, 
foundation of business morals is the character 
of individuals as such. The basis of character 
may be the inculcation of the ethics arising 
from religious or philosophical doctrines and 
the mores of the society in which the individual 
develops. The requisite character includes: 
avoidance of criminal acts, gross and public 
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immoralities and in particular stealing and 
lying; a willingness to recognize the interests 
of others to the extent of ordinary courtesy; 
and, finally, a willingness to discharge com- 
mitments, that is, to perform duties accepted, 
to honor promises. 


Representative or Official Responsibility 


One of the important, if not the dominant 
characteristic of modern Western society, as 
contrasted with ancient, or with Western so- 
cieties of one hundred or two hundred years 
ago, is the extent to which concrete behavior 
of individuals has become representative rather 
than personal. By “representative” is here 
meant “on behalf of other,” that is, not by the 
actor personally, but “in accordance with the 
aims or goals or by the methods determined 
by others.” From the point of view of this lec- 
ture the most significant aspect of this radical 
change of conditions is the wide gap between 
the ethics of personal behavior and those of 
representative behavior. This seems to be well 
recognized only with respect to the decisions of 
trustees and of directors of corporations, and 
of other agents either of individuals or of firms 
or of corporations. In these technical functions 
it is well understood that a trustee may not do 
things which an individual may do, and must 
do things which an individual is not required 
to do, These are matters governed by deeds of 
trust, wills, statutes and court law, and the law 
of agency. The limits so fixed usually leave 
wide latitude for the exercise of judgment, but 
even so that judgment is to be divorced from 
personal interest entirely. 

The field of representation or official be- 
havior covered by legal prescriptions is only a 
small part of the total of the behavior on behalf 
of others. Every act of a trustee, director, offi- 
cer, or employee is officially representative ac- 
tion, not personal, and the ethics of personal 
behavior are not identical, except coincidently, 
with the ethics of representative behavior. This 
seems to be recognized generally only with re- 


spect to a few kinds of action. Morally and le. 
gally it is not permissible for one to kill another 


(except in self-defense) yet the policeman, the | 


soldier, and the executioner may and some. 


times must kill in the discharge of duties, usu. 


ally without any implication of immorality, 
Indeed, failure or refusal to do so would often 
be regarded as immoral. On the other hand, so 


far as I know, no one may legally steal on or. 


ders, except perhaps in foraging for military 


purposes. Yet there are circumstances where it 
would be immoral, from the standpoint of re. 
sponsible representative behavior, not to do 
things immoral and even illegal from a per. 
sonal point of view. 

The representative character of organized 
behavior is the basic condition of the numerous 
special moralities. It affects not only such be. 


havior directly, but also strictly personal be- — 


havior. For example, the housewife purchasing 
from a chain store is affected by the impersonal 
morality of the store, and often there is a con- 
flict not so much of interest as of moralities 
involved. 


Personnel Loyalties 


Representative behavior is the ethical ground 
upon which is erected a sometimes elaborate 
structure of moralities in organized codpera- 
tion. Perhaps the most pervasive and important 
of these moral structures is that of personnel 
loyalties. Superficially these appear as personal 
loyalties, but they are not, and it is this fact 
which gives them their special moral character. 

In formally organized activities the principal 
personnel relationships are those between su- 
periors and subordinates and between those of 
coordinate status (fellow workmen). This rela- 
tionship involves loyalties to individuals acting 
in their official capacities. Loyalty in this con- 
text means recognition of the responsibilities 
of others and the desire to support others in the 
discharge of those responsibilities, often by 
means thought to be erroneous and contrary to 


self-interest. Spontaneously constructive efforts 
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largely grow out of such loyalties, and they 
constitute a very large part of the cohesiveness 
of organizations. 

The highly moral character of these relation- 
ships will not be understood unless it is recog- 
nized that subordination is not a criterion of 
personnel loyalty. Mere acceptance of orders, 
the making of prescribed reports, the effective 
performance of specified functions are all con- 
sistent with essential disloyalty, and, indeed, 
can be a method of sabotage. 

Nor should personnel loyalty be confused 
with personal loyalty as involved in the ordi- 
nary social relations of individuals. One kind 
of loyalty does not involve the other. In fact 
they are usually incompatible. This is readily 
seen where there is a change of official status 
or relationship, for example, in cases of retire- 
ment, termination of employment, promotion. 
It is probably very much the exception when 
two persons bound by mutual official loyalties 
remain close personal friends after the termina- 
tion of official relationship—for example, when 
one retires. One reason for this is the restricted 
extent to which any individual can maintain 
close personal contact with others. Another is 
that close official relationships paradoxically 
are largely private and confidential. Thus 
where A and B are mutually loyal in an official 
relationship, and by the turn of events C re- 
places B, then A’s loyalty to C requires sever- 
ance of his loyalty to B. He cannot communi- 
cate to B what has become confidential with 
respect to C, and there is no longer the degree 
of common interest permitting intimate com- 
munications. Thus it would usually be regarded 
as very bad taste at best for A to discuss C’s 
performance with B. Many a workman pro- 
moted to foreman has found, to his dismay, 
that his loyalty to a fellow workman is of a 
radically changed character. 


Corporate Responsibility 


The social invention of the limited liability 
corporation, whether for business or other pur- 


poses, is, in my view, more important than any 
single scientific or technological discovery in 
making possible either utilization of discover- 
ies or especially mass production or mass dis- 
tribution. It is also an important factor in 
economic and social stability. Yet the corpora- 
tion, as something having the attributes of a 
personality, is a legally authorized fiction. The 
concrete physical activities underlying it are 
those of individuals or organized groups. But 
a myth or fiction accepted widely as a basis for 
individual behavior becomes a social reality. 
Corporations can sue and be sued; can have 
title to property; are responsible to public 
authority, for example, in the matter of taxes; 
can be given privileges, for example, the right 
of eminent domain. Although there can be 
nothing to a corporation except its organiza- 
tion, there is imputed to it not only legally but 
popularly a special responsibility as if it were 
a person; hence there can be attributed to it 
moral or immoral action. 

The imputation of moral responsibility— 
not merely legal liability and privilege—can be 
realized only in the concrete action of trustees, 
officers, and employees. The moral decisions 
they must make, however, are not of the order 
of personal morality, nor of official organiza- 
tional morality, but of a fictitious entity where 
responsibility and obligations are in many re- 
spects outside the possibility of relevance either 
to individual or to organizational morality. 

The responsibilities of corporations, aside 
from the obligation to conform to their charters 
and the law, are of two kinds: (1) those which 
may be called internal, relating to the equitable 
interests of stockholders, creditors, directors, 
officers, and employees; and (2) those relating 
to the interests of competitors, communities, 
government, and society in general. 


Organizational Loyalties 

Corporate entities, including not only formal 
corporations, and enterprises of partnership 
and of individual proprietors but also govern- 
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ment departments, and educational institutions, 
have no reality except as they relate to codr- 
dinate activities (whether directed, spontane- 
ous, or autonomous) which as a whole we call 
organizations. The ethical problems of organi- 
zations, that is, their duties and obligations, are 
most conveniently considered as like those of 
formal corporations already discussed, al- 
though in some peripheral areas one must 
recognize that there is sometimes a moral situa- 
tion of an organization distinct from that of 
the corporate entity. On the other hand there is 
a moral situation with respect to individuals 
and also to groups or communities related to 
organizations as entities with which we are now 
concerned. Many individuals feel an obligation 
to what they conceive to be an entity—an or- 
ganization—that transcends personal interest 
or advantage. In extreme cases this loyalty has 
involved great personal sacrifices “for the good 
of the organization” that become matters of 
public knowledge; but for the most part this 
kind of loyalty is not publicly recognizable. It 
is sufficiently recognized so that elaboration of 
the idea is not necessary here; but it is not sufhi- 
ciently recognized to make superfluous some 
comments about it. Naive critics and cynics fail 
to recognize the high moral character of or- 
ganization loyalties, their importance, and the 
ethical problems involved. This is probably due 
principally to the following circumstances: 


1. With some exceptions, particularly in the 
fields of religion, education, philanthropy, and 
politics, individuals become attached to organi- 
zations for reasons of nonmoral incentives. It 
is not easily recognized that loyalty develops 


afterward. 


2. At any given time the members of an or- 
ganization include many who have no loyalty 
to an organization. 


3. Concrete expressions of organization loy- 
alties relate chiefly to action in small groups 
(subsidiary organizations) that are overlooked 
or discounted. 


Economic Responsibility 

We are so accustomed to think of economic 
behavior in terms of calculation, supply and 
demand, efficiency, maximation of profits, that 
we leave out of account economic morality. It 
has many forms from the simple conviction 
that one should discharge obligations with re. 
spect to debts to a moral horror of waste or of 
inefliciency. When I was a boy, repeatedly 
dinged into my ears was the aphorism “Willful 
waste makes woeful want,” which I seldom 
hear nowadays. Waste was not merely econom- 
ically inept, it was sinful. With this embedded 
in my moral sense, no economic or political 
argument can convince me that the destruction 
of food stocks to maintain prices is morally 
defensible. A trivial example is my perpetual 
annoyance at the appalling waste of electric 
current for lighting, manifest in every or- 
ganization with which I have or have had any 
connection. I do not doubt that such waste 
is going on right now on this campus at Berke- 
ley. In one organization for which I had re- 
sponsibility I found that the annual electric bill 
was about $5,000. I estimated that at least half 
was wasted, but I decided that to correct the 
situation involved a nagging pressure to change 
habits that would cost more than it was worth, 
I should have to suffer in silence. But I could 
not resist from time to time visiting empty 
offices and switching off the blazing and useless 
lights. 

The moral horror of waste and patent in- 
efficiency is, of course, often reénforced by 
economic sanctions such as the danger of losses 
or bankruptcy, a fact that leads many to as- 
sume that conservative and efficient manage- 
ment is merely a matter of effective calcula- 
tion. This is too limited a view. Calculation is 


not a sufficient basis. 


Technical and Technological 
Responsibility 


Another type of morality is that to which J 
give the title “Technical and Technological Re- 
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sponsibility.” It is commonly assumed that this 
kind of responsibility is involved in the work 
of the creative artist, the first-class artistic per- 
former, the experimental scientist, an artisan 
such as a first-class toolmaker. It is not so 
widely appreciated that the adherence to high 
standards of performance is a common charac- 
teristic of many kinds of technical and techno- 
logical work, including the management of 
human relations in codperative enterprises. 
This failure to recognize one of the most im- 
portant factors in business operations is due 
perhaps to the difficulty of making explicit the 
standards of performance in much technical 
work. The reality of the moral factor in much 
work commonly regarded as merely technical 
is manifest when, as a matter of deliberate 
policy, the attempt is made to reduce standards, 
say, for economic reasons. The accountant, 
the engineer, the manager, all resist such efforts 
not as a matter Of insubordination, conscious 
unwillingness to conform to prescriptions, but 
as moral reaction to doing thing wrongly. 
The significance of this reaction may be 
illustrated by the following case. A manufac- 
turer was engaged in producing a certain type 
of vehicle of very high quality, using the best 
materials and a high grade of precision work- 
manship so that each unit was to a considerable 
extent equivalent to a custom job. It was de- 
cided to produce the same type of vehicle by 
mass production methods, using materials of 
lower quality and less precision in mechanical 


’ work. The manufacturer attempted to do this 


in the same plant, merely lowering standards 
and using some new machines, but with the 
same organization. The attempt was a failure. 
The old organization simply could not produce 
effectively with lower standards, so that finally 
a new plant in a distant city with a new organi- 
zation was set up to produce the cheaper prod- 
uct. Note that this is not a case where new skills 
had to be learned. In general, less skill and less 
time were required. The acceptance of lower 
standards was morally repugnant. 


In the converse case, where an attempt might 
be made to change from a low quality product 
to a higher one, the moral resistance to the 
change would be evident—it would often seem 
wasteful and even silly to those affected. 


Legal Responsibility 

The last type of morality I wish to present I 
have called “Legal Respunsibility.” By this I 
mean much more than a propensity to conform 
to statutes, court decisions, regulatory rules. I 
include also the rules of internal and private 
character that are important aspects of the 
operations of formal organizations. No doubt 
much conformity is a reflection of interest in 
avoiding sanctions or liabilities, but the moral- 
ity I am speaking of transcends this interest. 
Its basis is the deep belief that the kind and 
degree of order involved is not only indis- 
pensable to effective codperation and the 
proper distribution of specific responsibilities, 
but also is essential to equity and justice, and 
that the flouting of legal prescriptions is de- 
structive of integrity and morale in an organi- 
zation. Therefore, immediate or even ultimate 
advantage or disadvantage of any specific re- 
quirement is irrelevant. 

I hope that this incomplete description of 
some of the kinds of morality involved in busi- 
ness organization is sufficient to convince you 
that the moral factors are of predominant im- 
portance. Clearly they are complex, some being 
quite independent of others, some closely con- 
nected and interdependent, and most of them 
imponderable. But little reflection is needed to 
see that they involve many inconsistencies and 
contradictions, so that the conflict of responsi- 
bilities is a characteristic condition of codpera- 
tive efforts. To this important subject I turn 
next. 


CONFLICTS OF RESPONSIBILITY 
Experience, or even contemplation and imag- 
ination, suggests that if there are simulta- 


neously in effect different sets of moralities, 
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then there is likely to be ethical conflict or 
dilemmas of loyalties and responsibilities. This 
situation is certainly a characteristic of deci- 
sions in the world of affairs; but its nature is 
concealed by the labels by which it is described, 
such as “personality conflicts,” “conflicts of 
interests” (economic, political, or prestige). It 
is also concealed by the privacy with which the 
struggles for the discharge of conflicting re- 
sponsibilities are veiled. Men seem unwilling or 
unable to reveal moral struggles, and often 
seem forced to concoct rationalizations of their 
decisions instead of “the real reasons.” 

In what follows I shall attempt to state briefly 
the nature of a few types of moral conflicts to 
suggest the kinds of conflicts which we should 
look for in a study of the ethics of practical 
affairs. But first a few general remarks are 
desirable to avoid confusion. 

The first is that most of the moral systems in 
effect, unlike the Ten Commandments or the 
Sermon on the Mount, are not explicitly for- 
mulated or coded. They are “feelings” or “atti- 
tudes” made evident by overt action (or re- 
straint) or overt (i.e., verbally expressed) de- 
cisions. This is an important fact suggesting 
the great difficulty of understanding the moral 
situation. It is due not merely to the limited 
ability of most people for self-analysis and to 
their inarticulateness, but also to the fact that 
morals are in many respects felt to be private, 
not appropriate or seemly for public expres- 
sion. 

The second general remark is thai it is im- 
portant to distinguish two classes of moral con- 
flicts. The first I shall call “objective conflicts 


> the second, “subjective 


or contradictions;’ 
conflicts or dilemmas.” In the first class incon- 
sistency of behavior is not recognized or ad- 
mitted by those “guilty” of it, but it is apparent 
to observers. One of the interesting instances 
of it is the propensity of businessmen to effect 
purchases or consolidations of competing en- 


terprises, although persistently extolling com- 


petition. These opposing views are sincerely 


held, and the contradiction simply not realized, 
for in the concrete situation not to try to effect 
consolidation would seem to be a dereliction in 
one’s duty to stockholders, or to heirs, or to the 
organization, or to the discharge of other 
obligations, 

This kind of objective conflict is commonly 
observed in many other circumstances includ. 
ing the conduct of individuals of high moral or 
religious convictions. What is involved is not 
insincerity or hypocrisy. This kind of conflict 
can lead to personal recrimination and law. 
suits, but not to personal frustrations and 
anxieties. 

The most crucial testing of behavior from 
the standpoint of morals in business comes 
from conflicts of responsibility. Almost every 
moral issue in matters both large and small 
arises from such conflicts, although in business 
they are most frequently not recognized, or at 
least not expressed as such. I should like to 
explain the nature of such conflicts by three 
illustrations. Those I have chosen relate to 
large and complex problems having a certain 
dramatic character, which make them serve 
better as illustrations, but it should be remem- 
bered that the nature of these conflicts could be 
exemplified in the thousands of moral dilem- 
mas, hidden from public view or discussion, 
that are the main burdens of the administrators 
of affairs. 

A friend who was employed in the American 
military government of Sicily dropped in to see 
me after his return to his usual academic func- 
tions. I asked him what he had been doing in 
Sicily, and he said he had been engaged in 
making public opinion polls for the American 
military government among the Italian citizens 
of Palermo. It developed that when the Ameri- 
can forces had taken over, practically all the 
inmates of the prisons were released on the mis- 
taken assumption that they were political pris- 
oners regarded as enemies of the Fascist re- 
gime. Consequently, there were released not 
merely political prisoners, but also thieves, 
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burglars, rapists, and murderers who then pro- 
ceeded in their usual practices to the terror of 
the civilian population. The attempt to bring 
this situation under control by arbitrary meth- 
ods, such as arrest and incarceration on sus- 
picion without trial, was opposed by the legal 
authorities of the army as un-American and in 
violation of the Bill of Rights. I suppose there 
is no one in my audience who, like myself, does 
not regard the Bill of Rights as the most funda- 
mental legal basis for political and social se- 
curity. When the citizens of Palermo were con- 
sulted, many suggested that arbitrary methods 
of arrest and detention were the only way to 
get the situation under control. When it was 
suggested to them that with such methods seri- 
ous injustice would inevitably be done to a 
number, if not to many individuals, to this the 
pertinent reply was made that failure to estab- 
lish control of the lawless behavior of many 
ex-prisoners inevitably resulted in a far greater 
injustice to the many victims of these crimi- 
nals. This certainly could be true. The situa- 
tion, therefore, presented a moral dilemma of 
the most crucial character. Under such con- 
ditions, should procedures we usually regard 
as of fundamental importance to maintain be 
abandoned to prevent the great injustice per- 
petrated by failure to maintain law and order? 
The right of the President to suspend the writ 
of habeas corpus under certain conditions in- 
volving a great moral responsibility, is recog- 
nition of this type of dilemma, which is ex- 
perienced every day in the conduct of affairs. 

My second illustration relates to problems of 
engineering where moral questions to the un- 
initiated would not seem to be prominent. That 
this is not so can readily be appreciated by 
considering what are ultimately moral prob- 
lems, what are called “margins of safety.” 
It costs money, frequently very substantial 
amounts, to introduce factors of safety to offset 
uncertainties of future conditions, errors of 
calculation, and the like. When it can be as- 
sumed that the economics are such that no 


great question of practicability is involved, 
there is no great problem. It is merely one of 
efficiency in engineering. But where the cost 
of factors of safety is such as to make the eco- 
nomic feasibility of an engineering enterprise 
doubtful, the problem is different, for the de- 
cision must then be whether to deprive the 
community of a service or the entrepreneur of 
an opportunity, or to take the risks of failure. 

The question just discussed leads easily not 
only to that of accident control which com- 
prises the question of safety factors in struc- 
tures and electrical and chemical systems, but 
also to matters of personnel and discipline. 
Whenever there is a serious accident of catas- 
trophic character in which many are killed, the 
public reaction frequently is that such accidents 
should be prevented at no matter what cost. It 
is easy to see, however, that in many situations 
the reduction of possibilities of inadvertent oc- 
currences can be obtained, if at all, only at very 
great expense in the introduction of material 
factors of safety and by excessive inspection, 
testing, and policing. Many of the services we 
now have would not be economically feasible 
if the “Safety First” slogan was excessively 
applied, especially in the early stages. Conse- 
quently, those who make decisions in such mat- 
ters are confronted with moral issues. To what 
extent is one morally justified in loading a 
productive undertaking with heavy charges in 
the attempt to protect against a remote pos- 
sibility, or even one not so remote? 


METHODS OF RESOLVING 
CONFLICTS OF RESPONSIBILITIES 


Reflection would suggest, and experience 
shows, that although conflicts of responsibili- 
ties are recognized as presenting moral issues, 
a condition of moral tension in a business, or 
any other kind of organization, can become 
unbearable and disruptive, leading to severe 
political types of controversy and opposition. 
It therefore becomes important to discover and 
develop methods of resolving such conflicts. No 
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comprehensive discussion of the techniques of 
such resolutions can be given here, but a few 
words should be said about three of the main 
types of solution of this general problem. 

The first may be called the judicial method. 
This essentially is the process of narrowing and 
delimiting the areas of responsibilities, thus 
restricting the incidence of conflict. 

The second method of resolving conflict is 
that of reconciliation, the process of demon- 
strating that apparent or alleged conflicts of 
responsibility are pseudo-conflicts based on 
false assumptions or ignorance of the facts. 
This is a process continually in use in organi- 
zations; it is frequently expressed as “‘chang- 
ing the point of view.” It also frequently in- 
volves redefinition of jurisdictions. 

The third method of resolving conflicts of 
responsibilities may be called that of the in- 
vention of concrete solutions. Thus, where a 
proposal which seems desirable from one stand- 
point appears to involve consequences that are 
seriously deleterious in some respects, the solu- 
tion may be to discover or construct another 
proposal which will effectively accomplish the 
ends initially desired without involving the 
deleterious effects to be avoided. This may be 
illustrated by the analogy of certain drugs 
which initially may be of great value in the 
therapy of a particular disease, but which have 
side-effects that may be harmful or even fatal if 
their use is long continued. This presents a 
dilemma for the physician and often for the 
patient. It leads to efforts, often successful, to 
discover derivative or analogous drugs having 
the desired therapeutic properties, but not hav- 
ing the undesirable side-effects. The develop- 
ment of Novocain as an alternative to cocaine 
is one of many instances that could be adduced. 
The need for invention of alternative means is 
one of the chief reasons for the effort to secure 
people of great ability, for alternative solutions 
call for imagination, fine discrimination, and 
persistence. Many of the moral collapses of in- 


dividuals in active affairs result from their be- 


ing placed in positions involving moral dilem- 
mas which they have insufficient ability to re- 
solve by invention and construction. 


CONCLUSION: THE SIGNIFICANCE 
OF THE DISCUSSION 


Rather than presenting a summary of the 
discussion, I think it might be more useful if 
I made a few remarks regarding the signifi- 
cance or the pertinence of this discussion to 
the problems of our times. This is partly be- 
cause it seems to me that any summary at this 
time would lead to easy generalizations and 
much oversimplification. I have barely touched 
upon, have merely assembled some illustrations 
of, an underlying situation and a set of prob- 
lems which it seems to me no one adequately 
comprehends. 

This at least partly results from the increased 
importance and complexity of moral behavior. 
Unlike many of the jeremiads of today, what 
impresses me the most in the present situation 
is not the confusion, the frustration, and the 
irresponsibility to which so much attention is 
given, but rather the enormous increase in re- 
sponsible behavior that has attended the growth 
of modern civilization and its technological ex- 
pression. Despite the wars of recent years and 
the conflicts of many kinds of which we are 
almost pathologically conscious, the fact is that 
a network of social behavior of enormous size 
and complexity is carried on daily and largely 
autonomously with relatively few errors or 
failures, although it is the errors and the fail- 
ures that occupy us almost entirely in the news 
reports. 

This increase in the magnitude and the com- 
plexity of moral behavior is first the result of 
increased specialization, especially in economic 
activities and in the machinery and materials 
which are employed for materialistic purposes. 
Attention is increasingly given to the technical 
knowledge now required and to the technical 
skills arising from specialized experience. The 
moral factor involved in these activities seems 





to | 
abi 
act 


wh 


on, 


civ 


to j 
wel 
be 
for 
ate 
it i 
the 
wh 
pre 
im) 
det 
vol 
qui 


an¢ 


wil 
oul 
cor 
sec 
ton 
res 
tho 
hay 
loc 


bul 


is j 
tro 
cia 
ap] 
suf 
op! 
the 
nal 


car 








lem- 
) re- 


LE 


the 
ul if 
nifi- 
n to 
- be- 
this 
and 
ched 
tions 
rob- 
ately 


‘ased 
vior. 
what 
ation 
1 the 
on is 
n re- 
‘owth 
al ex- 
; and 
e are 
3 that 
3 size 
rgely 
rs or 
» fail- 


news 


com- 
ult of 
1omic 
erials 
poses. 
inical 
nnical 
». The 


seems 


ELEMENTARY CONDITIONS OF BUSINESS MORALS 13 


to be almost entirely neglected. Yet the depend- 
ability with which the burden of specialized 
activities is carried on, and the dependability 
which we ascribe to those who do the carrying 
on, is the most essential aspect of modern 
civilization. 

Thus in earlier periods morals were confined 
to a relatively small range of alternatives which 
were conspicuous by the fact that they could 
be more or less rigidly adhered to and en- 
forced. Needless to say this is so little appreci- 
ated with respect to specialized functions that 
it is extremely difficult to convey the nature of 
the moral problems involved except to those 
who have knowledge of the specific functional 
problems. Indeed, it seems to me that the most 
important of our problems is to convey an un- 
derstanding of the moral issues that are in- 
volved, rather than the technical and scientific 
questions to which so much of our educational 
and training processes are directed. 

This matter takes on increasing importance 
with respect to one of the crucial problems of 
our times: how to secure the essential degree of 
coordination of a vast system of activities while 
securing the degree of decentralization and au- 
tonomy essential to initiative and, indeed, to 
responsible behavior. It is almost obvious that 
those who are not capable of dependable be- 
havior cannot be entrusted with the making of 
local decisions. Yet, if this cannot be done the 
burden placed upon centralized authority for 
securing appropriate behavior over vast areas 
is in fact an impossible one. The span of con- 
trol is so limited that despite methods of spe- 
cialized training and the inculcation of the 
appropriate points of view authority could not 
sufficiently operate if it-were not for the devel- 
opment, whether inculcated or spontaneous, of 
the moral sense to which we broadly give the 
name “sense of responsibility.” Responsibility 
cannot be arbitrarily delegated and, therefore, 


a high degree of effective autonomous behavior 


cannot be secured except as responsibility is 
freely accepted. When so accepted the possibil- 
ity of effective autonomous behavior is realized. 

It should also be noted that it is the moral 
problem that leads to much frustration and 
even to pathological behavior. This seems to 
me to have been largely neglected by psychia- 
trists who have been concerned with other fac- 
tors in personal behavior. It has been well and 
illuminatingly discussed by Eliot D. Chapple 
in an article entitled “Contribution of Anthro- 
pology to Institutional Psychiatry.’ This neg- 
lect is to some degree responsible for the neg- 
lect of the moral factor by those in responsible 
management positions, a neglect that perhaps 
is reinforced by the relative ease with which 
technical problems can be approached. 

Another aspect of this subject which de- 
serves emphasis is that it indicates the impor- 
tance of communication from within and to 
without in a specialized organization. Again 
and again it has been made clear to me that 
public misunderstanding is due largely to lack 
of appreciation of the moral elements involved 
in specialized activities and the extreme dif- 
ficulty of conveying to outsiders what these 
moral elements are. 

It must occur to anyone who considers this 
subject that we are in a state of considerable 
ignorance. It simply is not known to any wide 
degree what are the number and the character 
of the moral problems that are faced by those 
who do the world’s work. It is here, I think, 
that the universities in the future will have a 
great opportunity, for I doubt if those within 
our organizations can be sufficiently adept and 
objective to give appropriate study to the na- 
ture of the moral problems which they face. . . . 
Nevertheless I think a deep reflection upon the 
nature of business activities will indicate that 
this is inevitably the kind of investigation that 
is required. 


‘In Human Organization, XIII, 2, (Summer, 1954), 
11-15. 








SIMON RAMO 


Weapons System 


Management 


Both government and private industry face important issues in 


weapons systems engineering. 


Systems engineering has always been a part of 
every engineering task. It is the integrating of 
the whole, as distinct from the invention and 
design of its parts: the creation and analysis of 
the over-all answer to a problem; the breaking 
down of the total into a set of harmonious, 
realizable, specified parts; the assurance of 
compatibility and consistency in the ensemble, 
and the relating of that ensemble to the outside 
world that has originated the need and that 
will employ the final result. These factors are 
present in varying degrees in creating every 
single piece or group of equipment from a 
chair to a transcontinental railroad. 

Why then have the words “systems engineer- 
ing” ani “weapons systems” been receiving so 
much zitention recently? Some things written 
lately about systems engineering suggest that 
it is a completely new discovery, a fundamental 
mental discipline. This implies that America’s 
power systems, telephone systems, and strategic 
military forces might have been created by the 
random dropping into place from the skies of 
an assortment of previously unrelated com- 
ponents and people which just happen to work 
together fairly well. 

The increased concern with systems is par- 
tially due to the fact that today the nation is 


attacking problems of much greater complex- 
ity and size than in the past. There are many 
more interactions among the parts and param- 
eters of every project and there is greater 
dependence on recently discovered scientific 
phenomena than was ever true previously, 
Consequently, those parts of the whole job 
known as “systems management” and “systems 
engineering” have become both much more im- 
portant and difficult. Some of the old tech- 
niques used by systems engineers have had to 
be sharpened and extended and new manage- 
ment procedures have had to be invented to 
meet the new scale of technological ambitions. 

This seems particularly obvious in such mili- 
tary systems as a complete ICBM system, or 
an air defense with early warning, guided mis- 
siles, and automatic control. It is true also, 
however, in the industrial and commercial 
world at large. Here too we see increased speed 
of production and travel, larger numbers of 
interconnections among organizations, and 
need for operating with close control over 
widely and rapidly changing situations. The 
industrial demand for designs of new large 
complexes of men and machines to meet new 
problems has of late been accelerated enor- 
mously. 





MR. RAMO is President of the Space Technology Laboratories, a Division of the Ramo-Wool- 


dridge Corporation. 
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WEAPONS SYSTEMS 


Let us try to separate some of the problems 
involved in systems engineering, starting first 
with the problem of the customer—for in- 
stance, the military. When military personnel 
use the words “weapon system,” they are often 
referring to the necessity for proceeding on the 
basis that, in planning a system of men and 
machines to do a specific military task, all of 
the pieces must go together to make up a satis- 
factory whole. The weapons system concept 
simply means, in other words, that if a good 
system is desired as the end point, it is not wise 
to go about procuring pieces with little regard 
for the relationship of each to the others, as to 
performance, as to timing of attainment, or 
as to optimum use of funds. This seems so ob- 
vious that it hardly seems to deserve discussion. 
But some aspects of weapons systems are very 
debatable and do deserve discussion. 


THE CHICKEN OR THE EGG? 


One of the knottiest issues of weapons sys- 
tems management is the basic approach to de- 
signing the system itself. It is possible to 
design a weapons system simply by selecting 
its individual parts from what is already avail- 
able—man or machine. This way of designing 
a system has the advantage that schedules and 
performance can be predicted with relatively 
high confidence and the reliability in the in- 
itial stages tends to be better than when the 
system is built around radically new compo- 
nents. A system designed from on-the-shelf 
items, however, cannot take advantage of the 
latest technological advances. 

Of course, some straightforward deviations 
from this approach are possible. For example, 
during this primitive type of systems design, 
one might notice how much better the system 
would be if only certain improvements were 
made in some of the on-the-shelf components or 
if some entirely new component were invented. 
Requirements for new components thus appear, 
and programs for their development are begun. 
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Later, then, still using the same method for 
systems design, an improved system becomes 
possible. 

Now if the design of a workable total system 
is the primary goal, then there is presumably 
no excuse for poor coordination—for some 
things being accomplished as scheduled and 
other things lagging behind. This is beyond 
discussion. But there is much room for discus- 
sion and debate about whether the total system 
itself should have priority over unrestricted 
component research. 

If, for example, we always wait for systems 
designed to disclose the desirability of im- 
proved or new components, we will always 
have those improved and new components late. 
They will be ready for the next system, but 
never for the one that we are trying to design 
today. On the other hand, if component de- 
velopment is done on the assumption that sys- 
tems of the future will require the improve- 
ment, then presumably the advanced systems 
designer will find that only some of the newly 
arrived components are really useful in his 
system and that others he could have employed 
have been neglected. 

The solution to this dilemma is clearly one 
that involves some of both approaches. Systems 
creators must somehow be allowed to dream 
up systems that will answer requirements of 
the future but are based on components that do 
not exist. There is even some excuse for sys- 
tems inventors being allowed to consider sys- 
tems based on components which not only do 
not exist but which may, for all he knows, never 
exist. Only in this way can we be sure that wc 
shall have the radically improved over-all sys- 
tems to call into play component-trends that 
may be decisive at some time in the future. 
Similarly, we must allow those engaged in the 
more specialized research and development of 
system-pieces to work for what they think of 
as better elements, even though we do not have 
a guarantee that the new direction in which 
they are going will ever find a place in the 
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systems of the future. There will be some effort 
which fails to be exploited, or at least falls 
short of direct application in the near future, 
but only by such penalties can we avoid the 
more severe penalty of falling behind tech- 
nologically. 


THE SPECIAL PROBLEMS 
OF BIGNESS 


The hottest debates and the most confusion 
center on the management of big programs, 
particularly in carrying out weapon systems 
development and designs. If we were engaged 
only in doing something which we have done 
many times before, or which involved but 
slight departures from the past, there might 
be little to argue about; but the rapidity with 
which we are heading for an ever more com- 
plex and highly technical society requires us to 
consider projects which seem most often to be 
enormous steps in size, complexity, and tech- 
nological advance. Often the schedule for the 
attainment of the big step turns out to be un- 
realistic. To accomplish it on schedule, or 
nearly on schedule, requires an unusual 
marshaling of resources which are usually 
widespread geographically and are under the 
control of a large number of semi-independent 
groups, each with some substantially different 
ideas as to how to go about the job. So the 
arrangement-making task is itself a challenge. 

Moreover, the big systems job requires many 
new and expensive facilities, and often only 
the government can furnish the major portion. 
It generally requires also a host of specialized 
services and other contributions. To see a 
weapon system through from conception, re- 
search, development, and production to opera- 
tion requires the tying together of a very large 
team with many attendant problems in com- 
munication and direction. On top of this, it is 
only realistic to say that no major system can 
be completed from visualization of the require- 
ment to its obsolescence without funding prob- 
lems, political problems, problems of critics, 


and problems of those who did not achieve 
control or a place in the project. All of these 
complicate the job of seeing the project 
through and sometimes even threaten its 
existence. 

Of course, far from the least of the problems 
is the purely technical one. Usually what is 
attempted in weapons systems presses hard 
against the current state of the basic sciences 
as well as engineering. Consequently, nothing 
but exceedingly competent technical effort at 
the top can see a major new complex weapon 
system through its research and development 
plans. Ideally, this technical necessity should 
be the very foundation of the organization of 
each project, but sometimes it is nearly lost 
in the rush to care for all the other problems. 

No wonder then that there are differences of 
opinion as to how to go about organizing and 
carrying out big programs of weapon systems 
development. 

The problem would be tough enough even 
if everyone concerned were thinking only about 
getting the job done and not about his place 
or his group’s place in the scheme of things, 
but the fact is that industrial organizations and 
government groups tend to believe and sell 
ideas of systems management that will enable 
them to get the programs they want. 

Companies engaged in military weapon sys- 
tems working for profit can show an acceptable 
return on investment only by producing for 
the system and by parceling out subcontracts. 
Systems engineering itself pays relatively little, 
because the fee base established by government 
regulations and/or by precedent causes the re- 
turn for each machinist employed by industrial 
organizations to be higher than the return on 
investment for a scientist. Typically, an indus- 
trial concern gets a profit based on its total 
sales, and a large fraction of the sales in 
weapons systems come from subcontracts in 
which there is no investment by the prime con- 
tractor. Still other portions of the sales come 
from the assembly of purchased parts. A good 
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part of the facilities are often furnished by the 
government, with government guaranteed bank 
loans to support work in process. 

The result is that industrial concerns seek 
the “large” contract and want to be in the prime 
contract position. A prime contractor can usu- 
ally choose the subcontractors, what to put out 
to subcontractors, and what to keep for him- 
self. He has, in other words, first choice of that 
part of the business which he is to get from the 
total—a total which he controls and from 
which he makes his plans. 

Accordingly, while systems engineering it- 
self is difficult and unprofitable, systems engi- 
neering is often looked upon as a way to insure 
the more profitable production back-logs. 


RELATIONS BETWEEN 
GOVERNMENT AND INDUSTRY 


The relative role of government and indus- 
try in systems management, particularly in the 
research and development phase, is a major 
issue. As the nation implements ever larger and 
more complex systems development, not only 
for military but also for other purposes, we 
may expect this issue to grow. For example, 
how can a nation-wide system for airline navi- 
gation and traffic control be developed without 
agreement among a great number of govern- 
mental and private agencies—the CAA, the 
CAB, the FCC, the Army, Navy, the Air Force, 
probably the State Department (because we 
have foreign planes as well as our own to con- 
sider), the airlines, the companies that make 
planes, the states and municipalities, the air- 
port authorities, and the airline pilo.s’ associa- 
tion—to say nothing of the coordination of 
computers, radar, and communications equip- 
ment. Surely the idea of private enterprise 
alone bringing such a system into being is un- 
realistic. 

In this situation, and in others like it, the 
government is itself either the complete cus- 
tomer or it is the logical chairman of the in- 


terested parties. The government cannot meet 
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these responsibilities sensibly unless it has a 
substantial group of competent scientists and 
engineers. If these scientists and engineers are 
to stay competent, up-to-date, and alert, they 
must have their hands in the details to a con- 
siderable extent, even though private industry 
furnishes the bulk of the engineering and pro- 
duction services necessary to develop and im- 
plement the complete system, and even though 
university or other non-profit groups serve in 
an advisory capacity. 

Ideally, private enterprise would be used to 
the fullest extent’ and the competitive effort 
traditional in our economy would provide us 
with the best weapons systems management, de- 
velopment, and production. Since government 
has to sit in as customer or chairman, at least 
on military systems, the Department of De- 
fense, also ideally, would have an in-house 
capability sufficient to relate the needs and the 
budgets and other government parameters to 
what science and industry can produce. The 
government would so specify and describe the 
job that an industrial organization or a team 
of industrial members could take over and pro- 
vide the desired solution. In this ideal plan, 
industry would have highly competent systems 
managers, scientists, and engineers who would 
be capable of directing and influencing the out- 
put... ‘r organizations with proper appre- 
ciat. - government requirements and who 
would be sufficiently susceptible to govern- 
mental direction to insure responsiveness to the 
“big picture” problems that should influence 
the details of the work. 

But, of course, neither government groups 
nor industry groups are ideal, and when any 
specific system development is needed, the gov- 
ernment must choose from a number of alter- 
native compromises. For example, an in-house 
government group, including scientists and en- 
gineers, can carry the research and develop- 
ment into an advanced stage and then turn the 
project over to private industry. This has some 
advantages: it keeps the government’s tech- 
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nicians up to date by making it possible for 
them to take part in the development that they 
are called upon to direct; it insures respon- 
siveness to the government’s needs and mini- 
mizes competitive sales slants. 

But it has its disadvantages too. It is difficult 
in the civil service atmosphere to complement 
outstanding individual scientists in government 
groups with the necessary large teams of com- 
parable competence. 

But more important than this, time is lost 
when the systems work eventually moves out 
into industry, and the new ¢ vups have to be- 
come acquainted with the details. No matter 
how great the liaison between governmental 
and industrial groups may be during the ini- 
tial stages, many detailed design changes are 
usually necessary to adopt to the production 
methods of industry. This splitting of research 
and development from production also handi- 
caps an important time-saving technique: over- 
lapping production with research and develop- 
ment. 

Of course the government can decide to go to 
industry immediately. It can deal with one 
prime contractor, who takes on the systems 
responsibility with a minimum of additional 
direction and surveillance by the government, 
or it can arrange a team of contractors, giving 
one the systems responsibility and others re- 
sponsibility for specific subsystems. The ad- 
vantage of one team carrying a system from 
development to production is real, but this pro- 
cedure also has a major disadvantage. It is 
generally hard for a systems engineering group 
that is not a part of the government to respond 
as closely and quickly to governmental desires 
as to their own sales departments. (In the Air 
Force’s ballistic missile program, this problem 
was attacked by placing the government mili- 
tary group in the same buildings with the in- 
dustrial organization carrying the systems re- 
sponsibility. ) 

In the three military services and in other 


government agencies are many groups working 


on systems problems. Some of these groups are 
outstanding in their capabilities and some are 
mediocre. Numerous industrial organizations 
are engaged in the development of weapon 
systems components and most of them have 
ambitions to take on the “prime contract” to 
do the complete weapon system management 
in the development phase. Some of these 
groups have very little systems competence; 
others are expert. 

Accordingly, when the military has a project 
to assign, it is not always obvious how to pro- 
ceed. Surely if a project requires a sophisti- 
cated comprehension of the relationship be- 
tween the military requirements and the scien- 
tific art, and if no industrial organization seems 
to have yet had the necessary experience, then 
the government is obliged to place a much 
larger share of the systems responsibility 
within the government group which has been 
active in formulating the entire program (as- 
suming there is such a group)—even to the 
extent of prototyping the design of certain criti- 
cal elements. In the case of such specialized 
fields as nuclear warhead development, the 
government has seen fit to arrange for such 
special relationships with university or indus- 
trial groups that these groups have become a 
form of government in-house capability—quite 
a different arrangement from the usual indus- 
try pattern. In other instances, it becomes quite 
clear that industry must be used to the fullest, 
that it has the basic competence, and that the 
assembly of a government group adequate to 
carry the program on the scale required would 
be quite impractical. 

The relative roles of government and indus- 
try depend also on the precise nature of scien- 
tific work that is necessary. For instance, a 
project that includes only some scientific ex- 
plorations is best handled differently from one 
to develop a complete weapon system. To prove 
that something is technically feasible may 
oftentimes be done by a small laboratory group 


with spectacular success in a short time. This 
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can create the impression that the job is all 
done. Experienced weapons systems developers 
know that following the feasibility demonstra- 
tion there is a tremendous amount of detailed 
and difficult systems engineering, component 
engineering, supporting equipment engineer- 
ing, and, equally important, a very tough prob- 
lem of management coordination to insure the 
attainment of a complete system with the neces- 
sary reliability, quantities of hardware, opera- 
tional implementation, and all of the attendant 
facilities. 

Clearly the development of a complex 
weapon system requires participation by both 
government and industry. Precisely how a spe- 
cific development program is organized and 
directed may be expected to vary from project 
to project. There is more than one way to skin 
a cat, and we are concerned here with several 
different kinds of animals—not just cats. There 
is perhaps no better indication of a lack of real 
understanding of systems engineering on the 
part of one who presumes to label himself an 
expert than for him to describe and espouse 


one very specific type of organization. 


RECOMMENDATIONS 


It has been easier to set forth the problems 
involved in organizing and directing research 
and development of weapons systems than to 
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outline the answers. It may, however, serve a 
useful purpose to repeat here at least some of 
the principles to be kept in mind in systems 
development. 

1. Systems creators should be provided 
some allowance to dream up systems that will 
be based in part on components that do not yet 
exist and may even be impossible to develop. 
Also, developers of components should be given 
some freedom to follow lines of research that 
lead to products which have no guarantee of a 
place in systems of the future. The gains from 
such freedom to innovate are likely to more 
than offset the waste that could result. 

2. Greater incentives should be offered to 
systems developers so that the systems pio- 
neer’s financial return will not tie so directly 
to his production backlog. 

3. There must be flexibility in the ways in 
which different projects are organized and 
directed. Projects vary according to size, com- 
plexity, reliance on components not yet devel- 
oped, and the experience possessed by govern- 
ment and industry with the problems involved. 
Because all of these factors have to be taken 
into account each time a project is organized, 
neither industrial nor government groups can 
afford to become fixed in their concepts of how 
the development of a weapons system is to be 
directed. 





The circumstances of the world are so variable, that an irrevocable purpose or 
opinion is almost synonymous with a foolish one. 


W. H. Seward 
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LEONARD A. DOYLE 


Reducing the Barriers to 


Private F oreign Investment 


In Underdeveloped Countries 


How can underdeveloped countries attract private foreign 


capital without running the risk of economic colonialism? 


Of the many difficult problems confronting the 
United States in its rather new role as leader 
of the Western democracies, that of assisting 
the so-called underdeveloped countries is one 
of the most perplexing. To date the assistance 
has been chiefly through government agencies. 
Private investment has played a small role in 
most cases. But because the United States is a 
leading exponent of the system of private en- 
terprise, for it to give economic aid through 
government agencies presents certain difficul- 
ties. In the first place, a large expenditure on 
foreign aid by the United States requires 
higher taxes to finance the domestic programs 
of the government. In the second place, and 
perhaps more important, foreign aid extended 
by the United States government will usually 
be extended to a foreign government or govern- 
ment agency and not to private individuals or 
corporations. Instead of encouraging private 
business enterprise as a political barrier to 
communism, then, the government aid program 
tends to produce socialist organization in the 
recipient countries. . 


That the role of government agencies is now 


so important in the economic development pro- 
grams of the underdeveloped countries is at- 
tributable to a number of factors. Perhaps the 
most important is that one of the conspicuous 
features of underdevelopment is a combination 
of political and financial instability which 
makes the country a poor risk for private in- 
vestment. Another important factor may be 
antagonism to foreign enterprises and foreign 
personnel. Further, some countries may not 
present attractive investment opportunities to 
private investors; and some underdeveloped 
regions are so poor in natural resources that 
capital formation is not the answer to their 
problems. 

Although many things characterize under- 
developed countries, two characteristics are 


* This article is a revision and expansion of a pro- 
posal submitted to Mr. Ali Budiardjo, Director of the 
State Planning Bureau, Djakarta, Indonesia. The au- 
thor gratefully acknowledges the helpful criticisms 
and suggestions of Dr. Leon Baronsky, United Nations 
Consultant to the Planning Bureau in Djakarta, Mr. 
Hans Schmitt, member of the University of California 
Field Staff at the University of Indonesia, and Pro- 
fessors W. L. Crum of the School of Business Admin- 
istration and Howard Ellis of the Department of Eco- 
nomics, University of California at Berkeley. 





MR. DOYLE, Professor of Business Administration at the University of California, Berkeley, was 
the first Chairman of the University of California Economics Project at the Faculty of Economics 
of the University of Indonesia. Begun in 1956, the project is financed by the Ford Foundation. 
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common to all such regions—features which 
are the essence of economic underdevelopment. 
The first is a shortage of people competent to 
carry on the managerial and technical work 
required in modern industry. The second is 
the scarcity of capital from domestic sources 
for industrial Cevelopment. Managerial and 
technical personnel and capital are, of course, 
only in short supply—not nonexistent. The 
relative scarcity of capital and managerial 
talent is simply a measure of the fact that a 
country wants to develop at a rate much faster 
than its own internal resources will permit. The 
essential feature of an underdeveloped country 
in the nuclear age is that its aspirations for 
economic welfare greatly exceed its existing 
capacity—and it wants help from abroad. 

Typical of the political activity in the under- 
developed countries are promises of a level of 
economic life beyond the present capacity of 
these countries to produce. This is understand- 
able, and in fact is a political device about as 
old as political life, but a dangerous device at 
this time. The danger now is that governments 
of underdeveloped countries may be over- 
turned either by force or by the ballot for fail- 
ing to deliver the economic benefits promised 
at home and demanded from abroad. In a 
world in which two power blocs compete for 
allies, economic development may become a 
tool for political blackmail. To the extent that 
this is so there is likely to be a lot of money 
and effort directed toward economic develop- 
ment—not as an economic problem but as a 
device for political maneuvering. The ultimate 
danger in this is that the governments of under- 
developed countries can secure money for eco- 
nomic development from the governments of 
the western countries by playing this political 
game. But irresponsibility in the political and 
economic arenas may so hamper both private 
and government enterprise as to retard eco- 
nomic development and precipitate a crisis in 
which a so-called friendly government must be 
supported. 


The newly-independent countries present 
problems in economic development not usually 
encountered in the other underdeveloped 
regions. These problems stem from the strong 
spirit of nationalism developed in the struggle 
for independence. To a people recently freed 
from a colonial status the foreigner is an object 
of suspicion, and political leaders in formerly 
colonial areas have used foreign economic ex- 
ploitations as a major explanation for their 
present unsatisfactory economic condition. For 
these countries, the right to manage their own 
affairs without interference by foreign powers 
or foreign interest is probably the most impor- 
tant thing there is. The governments in these 
areas are frequently caught between promises 
to the people that most of their troubles would 
end when independence is secured and the 
hard fact of life that independence has in- 
creased rather than reduced their economic 
difficulties. 

The newly independent countries find them- 
selves in a position in which, although they 
may recognize the advantage of foreign private 
investment for their development, the apparent 
logic of their anti-colonial position makes it 
difficult or impossible for them to invite foreign 
capital. At the very time that a recognition of 
the need for foreign private investment is 
growing, there is a steady deterioration of the 
financial position of the government and a 
more or less serious demoralization of govern- 
ment personnel. Unless a way is found to get 
around the vitally important barrier that the 
fear of perpetual foreign control poses, private 


enterprise will be unable to put into some of 


the most promising underdeveloped countries 
the physical capital and trained personnel 
necessary to reverse the present economic and 
political deterioration—to provide the eco- 
nomic development required to make a rea- 
sonable case for the western system as opposed 
to the Russian and Chinese systems. 

The central issue appears to be that of per- 
petual foreign ownership and control inherent 
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in private enterprise. From the point of view 
of an underdeveloped country recently re- 
moved from colonial status, economic develop- 
ment is more than a substantial increase in the 
total and per capita gross national product. 
Economic development is not complete until 
the new enterprises are managed by their own 


citizens and owned by citizens directly or by 


the government. Underdevelopment is the ab- 
sence of these conditions; economic develop- 
ment is the attainment of these conditions. To 
an underdeveloped country, the great attrac- 
tion of economic aid from foreign governments 
is that there is usually immediate national 
ownership and control—national being defined 
as either government, private individuals, or a 
combination. Thus a cement plant in Indonesia 
financed largely by a loan from the Export- 
Import Bank means that an Indonesian govern- 
ment agency owns the equity capital in the 
enterprise, which is then from its inception a 
national enterprise. With ownership, comes the 
control of the top management and technical 
positions. A national enterprise may concede 
its present lack of competent personnel and 
enter into a management contract with a 
foreign firm for a definite period. In this 
period, in theory at least, nationals are trained 
to manage the enterprise. The rate of replace- 
ment of foreign managers and technicians with 
national managers and technicians is a matter 
for the discretion of the appropriate national 
authorities and not for foreigners. If one 
argues that the underdeveloped countries will 
replace foreigners before their own citizens are 
qualified, the new countries will counter with 
the argument that foreign private enterprises 
are too slow in replacing foreign personnel. 
The issue of foreign control and domination 
is far more important for large-scale enter- 
prises than for small business units. Small 
enterprises tend to be owner-managed and the 
owners stay in the country for a long time and 
may well become citizens. Also, the question 
of prestige is not as important for small firms 


as for large firms: national honor is not out. 
raged as much by having a foreign beauty shop 
operator as by having a foreign manager for an 
oil company or a large bank. Given these dif. 
ferences between small and large foreign enter. 
prises, it is useful to distinguish between the 
owner-manager enterprise (either sole pro. 
prietorship or partnership) and the corpora- 
tion. The difficult issues appear to lie chiefly 
in the area of corporate enterprise. 

If the welcome to private foreign capital in 
the newly independent countries is to be some- 
what comparable with the reception these 
countries now give to economic assistance 
from government agencies, private investment 
must offer some program for the orderly 
nationalization of the enterprise—both in 
terms of personnel and of ownership. If private 
enterprise in the western democracies should 
attempt such a program, it follows that the re- 
cipient countries must also offer reasonable 
conditions for orderly nationalization. In other 
words, they must not expect to confiscate with- 
out compensation, and they should not expect 
to subject foreign personnel and foreign capital 
to continued harassment. 

The thesis of this article is that the general 
goals reasonably sought by the governments 
and nationals of underdeveloped countries can 
be achieved without sacrificing the essential 
needs of private capital. The solution which is 
outlined in the remainder of the article is pre- 
sented for a specific country in the newly in- 
dependent group—the Republic of Indonesia. 
Although the proposal is presented in terms of 
the conditions in Indonesia, the merits and 
weaknesses of the proposal seem to apply to a 
number of underdeveloped countries and not 
just to Indonesia. 

Foreign corporate investment in Indonesia 
at first may appear to involve objectives on the 
part of the government and the foreign investor 
which are mutually inconsistent. Reduced to 
skeleton form, the problem of foreign invest- 


ment in the newly independent country seems 
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to come to the following: On the part of the 
new country, the objective is to attract foreign 
capital and foreign technical, professional and 
managerial personnel with the explicit under- 
standing that they will be replaced by national 
capital and personnel at the earliest possible 
moment. On the part of foreign enterprise, the 
objectives are repatriation of the capital in- 
vested in Indonesia, over the life of the prop- 
erty involved and in the currency of the 
country of origin with purchasing power main- 
tained; the prospect for a satisfactory rate of 
return on the investment with the profit con- 
yertible into foreign exchange; conditions of 
business and life for its foreign personnel in 
Indonesia which are free of unreasonable 
harassment and restraint, the opportunity to 
be accepted on their merits by the Indonesian 
community and to be a part of the community 
and not forced to live on “islands of for- 
eigners.” 

Can these proper and reasonable goals be 
achieved, or are they fundamentally incom- 
patible? I believe that all these various objec- 
tives could be realized through the medium of 
a satisfactory foreign investment law and 
some changes in Indonesian fiscal policy and 
practices. 

It is not at all likely that foreign investors 
really quarrel with Indonesia’s desire that 
foreign capital and foreign management come 
to Indonesia with the explicit understanding 
that they will be replaced by Indonesian capital 
and Indonesian management at the earliest pos- 
sible moment. These are legitimate aspirations 
of any sovereign state. Every sovereign state 
can, of course, confiscate property, harass both 
domestic and foreign enterprise, pursue ir- 
responsible fiscal policies, and—in short— 
behave pretty much as it wishes. 

In a world of unlimited capital and un- 
limited managerial talent it would be possible 
to argue that the treatment of foreign capital 
and foreign personnel would ha: » no effect on 
the supply. But what Indonesia and other un- 


derdeveloped countries require for their as- 
pirations vastly exceeds what they are able to 
provide from their own resources. Indonesia 
and other countries with exploding populations 
should set about seriously to attract foreign 
capitat and management and to develop its 
own people for participation in industry and 
commerce. The two must go together, and it is 
time for such countries to take measures which 
provide reasonable assurances to foreign en- 
terprise of their intentions to meet the responsi- 
bilities of their roles as partners prepared to 
contribute both capital and eventual competent 
executive personnel when the time comes for 
the initially more active foreign partner to 
retire and be replaced by the national partner. 


THE GENERAL FORMULA 


The foregoing is the basis for the proposal 
of this article: a partnership between Indonesia 
and foreign private capital. The partnership 
would provide for the orderly replacement of 
foreign capital and management by Indonesian 
capital and personnel, but under terms which 
would provide to the investor the prospect of 
full recovery of the initial investment, an 
attractive rate of return for the duration of the 
investment, and a political, social and eco- 
nomic climate conducive to both a high levei 
of economic activity and a pleasant as well as 
profitable partnership. 

How can this be achieved? How can In- 
donesia eventually acquire title to capital in- 
vested in Indonesia without resorting to con- 
fiscation? How can foreign management be 
replaced by Indonesian management? How 
can the cabinet of a country with very recent 
memories of colonial exploitation invite for- 
eign capital without itself being defeated by 
the admittedly strong nationalists who want 
to “complete the revolution and get rid of all 
foreigners and foreign enterprise?” To meet 
these problems will require a bold and imagi- 
native program and much courage and skill 
in explaining it to the people. 
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Indonesia is entering the family of nations 
at a time in which the economic wisdom of a 
fairly high tax on business profits and on per- 
sonal income is accepted by most western 
capitalistic countries. What is more important, 
a somewhat similar tax program by capital- 
deficient countries is more or less expected. 
This kind of tax program is the procedure 
by which capital-deficient countries might 
accomplish the twin objectives of stimulating 
economic development and gradually acquir- 
ing title to capital initially supplied by foreign 
investors. 

The proposal here, briefly, is that Indonesia 
use the corporate income tax as the vehicle for 
acquiring title to capital. While simple enough, 
this device calls for what may appear at first 
glance to be truly heroic self-restraint on the 
part of the government: it must systematically 
refrain from using all or the great bulk of taxes 
on the income of foreign enterprises for cur- 
rent government expenditure and instead allow 
these funds to be reinvested in the foreign en- 
terprises themselves. What this amounts to is 
the simple pr~»osition that the government of 


Indonesia be an equal partner in the profits of 


foreign enterprise and, by keeping the profits 
in the enterprises, substitute its capital for that 
of the foreign investor. This arrangement 
would permit the foreign investor to repatriate 
his capital and share of the profit and at the 
same time allow the firm to continue to operate 
at its original level and—if very profitable— 
to expand the scale of its operations. Since high 
profits would presumably indicate the need for 
more of the products or services of the enter- 
prise, the profit rate would, as in capitalistic 
countries, be a partial guide to the areas in 
which economic activity should be expanded 
most rapidly. 

The general scheme can periiaps be under- 
stood best with concrete illustrations. Let us 
assume that a new foreign investment law 
would provide the following: 


1. The government of Indonesia will not dis- 


criminate between foreign and domestic enter. 
prise with respect to taxation. 

2. Capital goods imported into Indonesia 
will not be subject to import duties. 

3. All foreign enterprises over a certain size 
(say the equivalent in rupiahs of $25,000 U.S.) 
operating in Indonesia must be incorporated 
under the laws of Indonesia, the incorporation 
provisions to be a part of the act. (The exclu- 
sion of small enterprises will permit sole pro. 
prietorships and partnerships of the owner. 
manager type to operate.) 

4. The tax on corporate income, foreign and 
domestic, will be 50%. (The implications of a 
different rate will be discussed subsequently.) 

5. Taxable corporate income will be defined 
carefully and will provide specifically for de. 
preciation based on current replacement cost 
and the normal useful life. The use of current 
replacement cost will protect foreign investors 
against concealed confiscation brought about 
by inflation or devaluation of the currency; the 
normal useful life provision will protect In- 
donesia against capital transfer in excess of 
funds generated by current operations. 

6. Foreign enterprises will be allowed to 
repatriate capital at the current official rate of 
exchange as follows: 

(a) All depreciation for the year, if earned. 

(b) All profits after corporate income taxes. 

7. Repatriation of capital will be permissive 
and not mandatory. This debatable feature is 
not essential to the main argument. The follow- 
ing appear as the main pro and con arguments: 

(a) Permissive repatriation would permit 
the foreign investor to keep capital em- 
ployed in the enterprise in Indonesia 
and so increase both the rate of current 
capital formation and reduce the de- 
mands for foreign exchange. 

(b) Permissive repatriation would delay the 
time at which the title to the enterprise 
would pass completely to Indonesia. 

8. The government of Indonesia will be per- 

mitted to reinvest all of its share of the cor- 
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porate income taxes of each foreign enter- 
prise, receiving therefor a common stock 
dividend. 

9, Indonesian nationals will be represented 
on the board of directors of foreign firms in 
proportion to the amount of common stock 


held by Indonesia. 
HOW THE FORMULA WORKS 


To see how such a law would work, let us 
look at the accounts (in U. S. dollars) of a for- 
eign enterprise in Indonesia under various 
assumed conditions. 

Case l. 

The initial investment in fixed and working 
capital will be $1,000,000, divided as follows: 

Fixed capital subject to depreciation over a 

normal life of 20 years: $800,000. 

Working capital (cash, receivables, inven- 

tories, etc.) : $200,000. 

The annual profit before income taxes will 
be 10% of the original investment, or $100,000. 
The beginning balance sheet, in condensed 
form, would be as follows: 


Assets 


Current $ 200,000 
Fixed $ 800,000 
Total $1,000,000 
Capital 

Common shares, all held by foreign in- 

vestors. $1,000,000 





At the end of the first year of operations, 
assuming profit before taxes of $100,000, the 
balance sheet before repatriation of capital and 
stock dividend to Indonesia, would be: 


Assets 


Current (original $200,000 increased by de- 
preciation earned of $40,000 and profits 








of $100,000) $ 340,000 
Fixed (original $800,000 less depreciation 
of $40,000) $ 760,000 
$1,100,000 
Capital ie Sse 
Common shares $1,000,000 
Earned surplus ___ 100,000 
$1,100,000 


— Ea 


Under the formula, the enterprise would re- 
patriate $90,000 to the country of origin and 


issue common stock dividend to the govern- 


ment of Indonesia in the amount of $50,000. 
These transactions would then change the bal- 
ance sheet after the first year to the following: 


Assets 
Current (original $200,000 increased by 





government’s retained profits) $ 250,000 

Fixed (original $800,000 decreased by de- 
preciation for one year) $ 760,000 
$1,010,000 


Capital 


Original shares held by foreign investors $1,000,000 
Less liquidating dividend for depreciation 


earned $ 40,000 
$ 960,000 

Stock dividend to Indonesian government 50,000 
$1,010,000 





If the conditions originally assumed stay in 
force for the full 20 years—and there is no in- 
flation—the enterprise would have earned 
$2,000,000 in profit and would have completely 
depreciated the original investment in fixed 
assets of $800,000. In effect the cash margin 
provided by operations would be $2,800,000. 
This would have been disposed of as follows: 


Repatriated to country of origin ($1,000,000 
in profit plus $800,000 in capital) $1,800,000 
In stock dividends to Indonesian government 1,000,000 
$2,800,000 


In 20 years, the balance sheet would show: 








Assets 


Current assets (original $200,000 increased 
by government’s retained profits of 


$1,000,000) $1,200,000 

Fixed assets (original $800,000 less that 
amount of depreciation) = =  — ...scaee. 
$1,200,000 





Capital 


Original shares held by foreign investors $1,000,000 
Less liquidating dividends on fixed capital 800,000 


Balance, representing original contribution 
of working capital $ 200,000 
Stock dividends to Indonesian government _ 1,000,000 


$1,200,000 

It is important to note especially that, at the 
end of 20 years, the government of Indonesia 
could pay off the foreign investors for the 
remaining capital of $200,000 and still have 
enough left to replace the fixed assets in the 
amount of $800,000 and have $200,000 for 
working capital. Given the conditions assumed, 
the objective of replacing foreign capital with 
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Indonesian capital is achieved. The period of 
20 years probably would be long enough to 
develop Indonesian management at most levels. 

Although Case 1, as given, provides the re- 
sult desired in terms of permitting both the 
repatriation of capital and repatriation of 
profit, it is somewhat defective in that the divi- 
sion of the annual profit before tax of $100,000 
is assumed to be 50% to foreign investors and 
50% for the government of Indonesia each 
year for the life of the fixed capital. Thus it 
provides for an increasing rate of return to the 
foreign stockholder and no rate of return to 
the Indonesian government for its retained 
earnings. Although this feature might have 
considerable merit in stimulating foreign in- 
vestment, it might also prove unpalatable to 
Indonesia. 

The formula therefore might provide for dis- 
tribution of profits after tax for each fiscal 
year based on the relative shares held at the 
beginning of the year, i.e. after the repatriation 
and stock dividend of the preceding year have 
been reflected in the accounts. This revision 
would not affect the repatriation of fixed capi- 
tal each year, but would result in a smaller 
amov xt of profit being converted into foreign 
currency and an increased investment by the 
government of Indonesia each year. In the case 
illustrated, the revised formula would not affect 
the accounts for the first year, but for the 
second year the situation would be as follows: 


Capital stock at beginning of year, after 
repatriation for first year 


—in hands of foieign investors $ 900,000 
—in hands of government of Indonesia ___50,000 
$950,000 
(Proportion for foreign investors is 900/ 
950; proportion for government of Indo- 
nesia is 50/950.) 
Profit after depreciation and before income 
tax $ 100,000 
Tax at 50% (this amount to be retained in 
firm and stock dividend issued) $ 50,000 
Profit to be divided on basis of 90/95 and 
5/95 $ 50,000 


The net effect of the foregoing is that $2,630 





more is retained in current assets and the goy. 
ernment capital stock is increased by this 
amount. 

It would probably obscure the basic prin. 
ciple of the formula to pursue further the 
possible mathematical ramifications of the dis. 
tribution of profit. In spite of the possible 
claim of undue enrichment, I favor the prin. 
ciple of having the government forego sharing 
in profit beyond the 50% tax until the initial 
fixed investment is repatriated. This is recom. 
mended in part because the provision would 
stimulate more risky investment, and also be. 
cause of its implications for the development of 
a capital market in Indonesia. 

Case 1, above, was designed to show in 
simple terms the exact replacement of the 
amount originally invested by foreigners in 
the enterprise. In effect this assumes no infla. 
tion and a profit rate after tax exactly equal to 
the rate of depreciation on depreciable assets, 
If the expected life of the depreciable assets 
were ten years instead of twenty, the profit rate 
before tax would have to be 20% on total orig. 
inal capital in order to provide, with a 50% 
corporate income tax, the Indonesian govern- 
ment with $100,000 per year or $1,000,000 in 
ten years. We may say, therefore, that (1) with 
a given corporate income tax rate the “before 
tax profit rate” must vary directly with the rate 
of depreciation, and (2) that with a given de- 
preciation rate the “before tax profit rate” 
must vary inversely with the tax rate in order 


to enable the government to replace the foreign ° 


investor. 

The fact that a high corporate income tax 
will make the position of the government more 
favorable also means that it weakens the posi- 
tion of the investor. Since investment depends 
so much on expectations, the government 
would do well to regard 50% as about the 
maximum rate. A lower rate would attract 
more investment. In terms of Indonesia’s in- 
terests, the short-run and long-run objective 


would seem to be to maximize the total amount 
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of the income tax. Here the question of elas- 
ticity is important, for a lower rate (or price) 
may well produce a larger total tax by encour- 
aging more investment and hence more replace- 
ment of foreign investors by Indonesians. 

Indonesia must compete in the world capital 
market, and in this market one of the most im- 
portant factors is the after-tax rate of profit. 
The higher the Indonesian corporate income 
tax rate, the smaller the investment flow will 
be. It is quite probable that now and in the 
foreseeable future Indonesia can attract very 
little foreign capital unless the effective (after- 
tax) rate of profit is in excess of 10%. The 
imposition of a recapture provision of the sort 
proposed probably would increase the effective 
rate required. 

In order to develop further the implications 
of the proposal, let us consider two variations 
of Case 1. Case 2 is the same situation as Case 
1, except that the tax rate is 25% instead of 
50% and the profit is just enough to permit 
the Indonesian government to replace the 
foreign investors. Case 3 is the same situation 
as Case 1, except that the annual profit is 
doubled. 

Case 2. 


In order for the Indonesian government to 
be able to replace the foreign investor, it must 
secure a total of $1,000,000 in stock dividends 
in 20 years, or $50,000 per year. If the corpo- 
rate tax rate is 25%, this requires a profit be- 
fore tax of $200,000 per year. Such a profit 
would allow the foreign investor an after-tax 
annual return of 15% on the original invest- 
ment. In other words, a rate of 20% before tax 
amounts to 15% after tax. It seems probable 
that 15% would attract rather substantial for- 
eign investment, even with the recapture pro- 
vision—assuming the other conditions set forth 


at the beginning of the proposal were in force. 


Case 3. 


The beginning balance sheet, in condensed 


form, would be as in Case 1: 





Assets 
Current $ 200,000 
Fixed 800,000 
Total $1,000,000 
Capital 
Common shares, all held by foreign in- 

vestors $1,000,000 


At the end of the first year of operations, as- 
suming profit before taxes of $200,000, the 
balance sheet before repatriation of capital and 
stock dividends to Indonesia, would be as 
follows: 


Assets 


Current (original $200,000 increased by de- 
preciation earned of $40,000 and profits 





of $200,000) $ 440,000 
Fixed (original $800,000 less depreciation 
of $40,000) 760,000 
$1,200,000 
Capital a 
Common shares $1,000,000 
Earned surplus 200,000 
$1,200,000 








Under the formula, the enterprise would re- 
patriate $140,000 to the country of origin and 
issue a common stock dividend to the govern- 
ment of Indonesia in the amount of $100,000. 
These transactions would then change the bal- 
ance sheet after the first year to the following: 


Assets 
Current (original $200,000 increased by 


government's retained profits) $ 300,000 
Fixed (original $800,000 decreased by de- 

preciation for one year) 760,000 

Capital aa a 

Original shares held by foreign investors $1,000,000 
Less liquidating dividend for depreciation 

earned 40,000 

$ 960,000 

Stock dividend to Indonesian government 100,000 

$1,060,000 


If the original conditions assumed operate 
for the full 20 years, particularly without 
inflation, the enterprise would have earned 
$4,000,000 in profit and would have com- 
pletely depreciated the original investment in 
fixed assets of $800,000. In effect the cash 
margin provided by operations would be 
$4,800,000, disposed of as follows: 
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Repatriated to country of origin ($2,000,000 
in profit plus $800,000 in capital) $2,800,000 


In stock dividends to Indonesian government 2,000,000 
$4,800,000 








After 20 years, the balance sheet would show: 


Assets 


Current assets (original $200,000 increased 
by government’s retained profits of 
$2,000,000) $2,200,000 

Fixed assets (original $800,000 less that 
amount of depreciation) 


$2,200,000 
Capital 


Original shares held by foreign investors 
Less liquidating dividends on fixed capital 


$1,000,000 
800,000 
Balance, representing original contribution 
of working capital 200,000 
Stock dividends to Indonesian government 2,000,000 


$2,200,000 


As a result of the higher profit before tax, 
the foreign investors will secure 10%% per year 
on the original investment, and a higher effec- 
tive return because of the repatriation of the 
earned depreciation. On the other hand, the 
Indonesian government would have $2,000,000 
invested in the enterprise at the end of twenty 
years, or twice the amount required to replace 
the original fixed and working capital—as- 
suming no inflation. 

If an enterprise produces more profit for 
the government than is necessary to replace the 
original capital, one might argue that the high 
profit indicates the need for expanding re- 
sources in the industry. This might be done 
by mutual consent of the foreign investors and 
the Indonesian government on a matching or 
other basis. Although this would present com- 
plications in accounting, they are not insur- 
mountable and in fact are substantially similar 
to venture accounting or to the annual pool 
accounting of producer cooperatives. In effect 
each new investment either would increase the 
life of the enterprise for purposes of repatria- 
tion and replacement, or simply require an 
increase in the annual depreciation rate to 


permit repatriation and replacement within 





the original twenty-year period. The law could 
provide for either alternative or both, 


FREEZING THE CORPORATE 
INCOME TAX RATE 


The chief drawback to the proposal as first 
stated is the use of a fixed corporate income 
tax rate of 50%. The problem is to provide 
both certainty of the tax rate for the foreign 
investor and flexibility of the tax rate for the 
Indonesian government. A fixed rate for the 
life of the enterprise is desirable to the foreign 
investor because his commitment, once made, 
is for a definite time period and he would not 
wish to have uncertainty of tax rate added to 
the uncertainty of the profit rate before tax, 
An increase in the tax rate would “confiscate 
anticipated profit.” The government, on the 
other hand, must compete for foreign funds 
from year to year, and the ability to vary the 
tax rate would be its most important way of 
adjusting price (anticipated net profit) to 
changes in the international capital market. 

The two requirements of a fixed and certain 
rate for the foreign investor and flexibility over 
time for the government are not necessarily in 
conflict. The problem could be solved by freez- 
ing the rate for each new corporation at that 
prevailing on the date its charter is granted. In 
this way the government could increase or de- 
crease the rate for the purpose of attracting 
new capital, and yet capital once invested 
would have certainty as to its tax rate. In this 
way each corporation charter would represent 
a contract between the government and the 
foreign investors. In terms of attracting foreign 
capital, a firm commitment on such matters as 
tax rate, computation of depreciation on cur- 
rent replacement value, and annual repatria- 
tion of earned depreciation and earned profit 
after taxes would place Indonesia in a rela- 
tively favorable position for attracting foreign 
capital. Whether such guarantees would offset 
the definite life feature of the corporate charter 


is something only experience can show. 
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THE GROWTH OF A 
CAPITAL MARKET 

Earlier in the discussion it was stated that 
the formula proposed would require heroic 
self-restraint on the part of the government in 
refraining from using its share of profits for 
current government account. This need not be 
so, however, if the government really intends 
to put its financial house in order and stimulate 
economic growth. Foreign investment under 
the formula would produce the minimum in- 
flationary pressure in an economy which must 
import capital. Given the vast concealed un- 
employment in Indonesia, the initial plant con- 
struction and inventory buildup probably 
would not produce serious inflationary pres- 
sures, because the forthright government policy 
envisaged would also stimulate domestic pro- 
duction. 

All capital formation which goes on in ad- 
vance of saving in the country concerned is 
more or less inflationary. The more efficiently 
capital goods are constructed and the shorter 
the time interval between the start of construc- 
tion and the start of manufacture, the smaller 
the inflationary pressure. This is a strong argu- 
ment for private investment, but not nearly so 
strong as the saving in foreign exchange in- 
volved by foreign private investment. An im- 
portant by-product of the scheme would be the 
stimulus provided for the growth of a capital 
market in Indonesia. This stimulus would come 
from the inevitable pressure on the government 
to use some of the tax revenue for current ac- 
count. It could do so by selling its stock in the 
foreign enterprises, either to Indonesian inves- 
tors or to foreign investors, or both. 

The fundamental difficulty with developing a 
capital market in Indonesia under present con- 
ditions is that the low level of economic activity 
provides little saving, and the climate for in- 
vestment is too unfavorable to stimulate forma- 
tion of new firms. The proposed formula would 
first create going concerns under competent 
management; it would increase the level of 


economic activity and hence the level of sav- 
ing; and it would provide shares in Indonesian 
firms for sale on the market. 


CONCLUSION 


In concluding this brief and necessarily 
oversimplified presentation, two needs in par- 
ticular should be emphasized: (1) the need 
for a high effective rate of profit, and (2) the 
need for a reasonably stable price level. 
Foreign investment in underdeveloped coun- 
tries depends for its success on a relatively 
high rate of profit, simply because current 
investments in developed countries yield a rela- 
tively high rate of return with few of the dis- 
advantages of foreign operations. 

The provision in this proposal for comput- 
ing depreciation each year on the basis of 
replacement cost of the fixed assets is not 
only necessary to foreign investors, but also 
it is a great public relations value in terms of 
Indonesia’s past fiscal history. I believe I know 
enough about the views of American indus- 
trialists and their advisors to state categorically 
that two of the biggest obstacles to foreign in- 
vestment are inability to repatriate surplus 
cash provided by operations (depreciation 
earned and profit after tax) and the deprecia- 
tion of capital by inflation. Allowing normal 
depreciation charges (and repatriation) on the 
basis of current replacement cost would go as 
far as could be reasonably be asked in meeting 
these objectives. 

I believe that the program above, if enacted 
into law, would keep constantly before the In- 
donesian government the needs for profitable 
and continuous production (including a re- 
sponsible labor movement concerned with In- 
donesian welfare), for a relatively stable price 
level, and for an educational system capable of 
producing competent technical, professional 
and managerial personnel.” 

* The writer will appreciate receiving reactions to 
this proposal. Communications should be addressed to 


him at the School of Business Administration, Univer- 
sity of California, Berkeley 4, California. 








ARJAY MILLER 


Reporting to ‘Top 


Management at Ford 


—a highly developed system for keeping top management “‘in 


the know’ — 


The principal objective of top management re- 
porting is to provide the facts so that manage- 
ment is in a position to evaluate, decide and 
act. To meet this objective, the Ford Motor 
Company’s reporting system includes both reg- 
ularly scheduled formal reports, which supply 
background information on recurring manage- 
ment matters, and special informal reports, 
scheduled as necessary for management discus- 
sion of particular issues. é; 

Our reporting procedures probably are not 
applicable directly to any other company or 
group of executives. We have no neat set of 
“principles for an ideal reporting system” to 
suggest as a result of our efforts. (I suspect 
that those who have formulated such ideal sys- 
tems have about as little repeat business as 
Procrustes.) As a general approach, however, 
our experience in developing a reporting sys- 
tem may be interesting and useful to other or- 


ganizations with similar business problems. 


EARLY DEVELOPMENT OF 
REPORTING SYSTEM 


For many years until 1946, the Company 
had been highly centralized, with a few top 
executives making most of the decisions, im- 
portant and unimportant. In this milieu, there 
were few reports, and they were generally of a 
highly specialized character. 


The Company faced a serious management 
problem after the War, when Mr. Henry Ford 
II introduced a vigorous executive recruitment 
and development program. Over the next few 
years, the Company developed a staff-and-line 
organization, decentralized operations, and 
formed a strong central committee structure 
composed of both staff and line executives. 

In 1946, there was an unusual, though for- 
midable, opportunity to design a reporting sys- 
tem almost from its foundations. Our ultimate 
goal was a comprehensive set of control re- 
ports, but immediate resources were limited, 
Time, personnel, and the recognition that we 
could not then foresee many of our problems 
restricted our early efforts to the problems that 
currently appeared most pressing to top man- 
agement. Too, there was little need at the time 
for many reports which clearly would be re- 
quired later—for example, marketing reports 
and administrative cost reports. The size of the 
market for several years after the War was 
determined by material availability rather than 
by product appeal or merchandising acumen; 
administrative costs at the time were more a 
function of the Company’s ability to recruit 
needed management talent than the dexterity 
of organizational units to apply Parkinson’s 
Law. 


The control of manufacturing costs, on the 
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other hand, afforded an immediate avenue to 
improved profits, for they were clearly out of 
line competitively. Our experience in develop- 
ing control of these costs is illustrative of the 
general approach. Initially, reports given to 
top management were keyed simply to man- 
count standards. As has been said, with a shade 
of wisdom, “All costs walk in on two feet.” 
More sophisticated labor and overhead objec- 
tives were rapidly developed, for the most part 
from inter-plant comparisons and the use of a 
“best methods” approach. In a short time, re- 
ports were developed into a Company-wide 
system that, with few changes, has since pro- 
vided generally effective control of the manu- 
facturing costs the Company is in a position to 
control. 

Throughout the development of manufactur- 
ing cost controls, top management met regu- 
larly with key production supervision. Summa- 
ries of the formal reports of cost performance 
were reviewed, with particular emphasis on 
comparisons among operations. Competition 
on the basis of both absolute cost levels and 
improvement in performance was encouraged, 
and superior performances were given recog- 
nition. Management recognized that so-called 
“labor productivity” is really “management 
productivity,” and the meetings stressed pos- 
sible management actions to reduce costs. 
Company-wide communication of top manage- 
ment’s objectives was achieved by having the 
supervisors who attended these meetings. hold 
similar meetings with their lower level super- 
vision in the plants. 

As manufacturing costs began to show en- 
couraging declines, attention was directed to 
the next most pressing problem of top man- 
agement, the control of costs designed into the 
product by stylists and engineers. Reporting in 
this field strikes at the root of cost: the design 
of the product governs not only the labor and 
material in its manufacture but the facilities, 
tooling and processing that determine its ulti- 
mate total cost. 


There followed other cost controls, includ- 
ing an effective purchased material program 
based on indices of controllable and non-con- 
trollable changes in material prices. Priorities 
on programs to control other specific costs 
were established, and within a relatively short 
period, a well-rounded cost control system was 
in operation. 

In the early post-war years, top management 
was not, of course, concerned exclusively with 
cost problems, nor was our reporting. Govern- 
ment controls on prices and materials, for ex- 
ample, created special reporting difficulties. 
Very early, price studies (projections of unit 
revenues, costs, profits and returns on invest- 
ment) were prepared for use of top manage- 
ment in considering pricing policies. Actual 
results were then compared with projections. 

Much of management’s attention was di- 
rected at heavy post-war facilities and special 
tooling programs. Capital budgets furnished 
controls during periods of expenditure; after 
construction, there were periodic reports on 
actual compared with projected returns. 

Cash budgeting, inventory control and other 
reports on assets were introduced in 1946 and 
refined as we gained experience. 

Throughout the development of reports in 
these various areas, we kept in mind our goal 
of an integrated formal reporting system. Re- 
ports in each important section of decision- 
making were related to other sections. Al- 
though development of the system is, of course, 
a continuing process, synthesis came with the 
introduction of profit center reporting. 


PROFIT CENTER REPORTING 


Matching the post-war evolution in the Com- 
pany’s organization was the evolution in its 
reporting. With the decentralization of opera- 
tions into semi-autonomous divisions, profit 
reporting by operation was introduced. This 
meant not only a change in the measurement 
from a standard of cost performance to a 
standard of return-on-assets, but a sharp 
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change in the philosophy and methods of divi- 
sional management. For this reason, profit cen- 
ter reporting is discussed in some detail. 

Because of our unusual, and sometimes 
unique, problems, the system devised for re- 
porting by profit center had to be largely orig- 
inal. Experiences of other companies were of 
little value. Unlike many decentralized com- 
panies, Ford was not a complex of smaller 
companies acquired by purchase or merger. 
We knew of no precedent for meeting the com- 
plicated problem of pricing hundreds of our 
products that had never been purchased outside 
and never priced. Further, not only were most 
of our divisions dissimilar to one another, but 
also no one of them was directly comparable 
to outside competitors on which we could ob- 
tain data. Consequently, there were difficulties 
in comparing their earnings performances di- 
rectly with each other or with outside firms. 

Lacking precise yardsticks for measuring 
our operations, management had to develop 
objective returns on assets by a combination of 
factors, some of them subjective. Divisional 
management participated in the development 
of these objectives so that there would be a 
clear understanding in advance of the exact 
basis on which the operation’s performance 
would be measured. The objectives developed 
were approved by top management to serve as 
goals for long-run profit improvement pro- 
grams in each operation of the Company. 

The present procedure is for each divisional 
manager to give to the President and to the 
Chairman of the Board at the beginning of 
each year, an up-to-date review of his profit 
improvement program. The review includes a 
discussion of results to date and of manage- 
ment actions necessary to achieve the objective 
profits at a specific future date. 

The profit improvement programs are long- 
run but they include a profit budget for the 
coming year, with standardized schedules of 
revenues, costs, profits and assets. This short- 
run annual profit budget is evaluated in terms 





of the longer-run program. If approved, it is 
the basis for measuring the Division’s perform. 
ance in the year ahead. 

These profit reviews provide a means of as. 
sessing the ability of operating executives to 
plan as well as to execute. The reviews also 
enable the President and the Chairman to par- 
ticipate directly in the plans of each operating 
division. 

With the initiation of the profit reporting 
system, all revenue, cost and asset control pro. 
grams were integrated into return-on-invest- 
ment reports. Summaries by operation are 
given to top management monthly, with em. 
phasis on the particular revenue, cost or asset 
factors that explain any variance from objec. 
tive. These over-all reports provide a safeguard 
against a common tendency to overstress 
costs at the expense of other factors influ. 
encing return on investment, such as market 
performance, product plans, and facilities and 
tools. 

Although our formal reporting system to top 
management is keyed consistently to the profit- 
ability of the company’s various units, reports 
going to top officials vary from time to time. 
As marketing factors grow more significant, 
there is greater emphasis on day-to-day reports 
on sales, on shifts in sales among products of 
differing degrees of profitability, and on our 
competitive position. At the start of new model 
or new plant production, reports of launching 
costs are emphasized. Our formal reports (reg- 
ularly scheduled reports) in these areas are 
created to serve a need; they have a lifespan 
corresponding to that need. 

This does not mean that all our reports are 
read and given consideration at top levels. 
Many reports deserve only occasional atten- 
tion. At the risk of being heretical, we often 
find such “dead end” reports useful; in many 
instances, the fact of their preparation forces 
subordinates to review periodically elements of 
the business that might otherwise be neglected. 


Probably we make use of special reports 
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outside the formal reporting system more than 
most companies. One danger in such informal 
reporting is that only problems of immediate 
urgency will be considered, while other prob- 
lems will be forgotten until they become ur- 
gent. Our system of formal reports assures, 
however, that all facets of the business are 
given consideration. It provides the general 
intelligence for our executives in their day-to- 
day operations. 

We make very little use of the conventional 
financial statements, the balance sheet and the 
operating statement, in reporting to top man- 
agement. These reports serve a useful purpose 
in summarizing the Company’s current finan- 
cial position, but they fail to answer the ques- 
tions: ‘““Why are we where we are?” or “Where 
are we headed?” We have found that the 
Monthly Financial Review, described below, 
best suits the Company's need for interpretive 
reporting. 


THE MONTHLY FINANCIAL REVIEW 


The keystone of our formal reporting to top 
management is the Monthly Financial Review. 
The Review is an analytical summary of the 
Company’s performance and problems. 

The Financial Review’s primary value to 
management is that it compiles in a single 
summary the important current and projected 
factors in the operation of the business. It is, 
in effect, a distillation of our whole formal and 
informal reporting system. It gives top man- 
agement a look at the Company in a perspec- 
tive not easily and quickly extracted from other 
reports. 

Each Review is different, but all have sum- 
maries of the Company’s market, profit and 
cash positions. The market section is concerned 
principally with the sales performance of the 
Company’s products. It may include, for ex- 
ample, data, actual and projected, of retail 
deliveries, production, price position, dealer 
stocks, and other market factors. Comparisons 
with competition and with internal objectives 


are employed. When appropriate, the section 
is preceded by a summary analysis of general 
conditions in the economy. 

The profit section is concerned principally 
with analyzing the Company’s and the divi- 
sions’ profit performances, compared with in- 
ternal objectives and with competition. The 
emphasis given to revenue, cost or asset fac- 
tors in any particular Review depends upon 
their weight in determining changes in current 
or projected profits. Both progress and regress 
are covered. 

The Review is presented by the Vice-Presi- 
dent—Finance. Slides of charts and tables are 
used in the oral presentation. Graphics and 
text are available in printed form. The Review 
is designed to be given in 45-60 minutes, ex- 
cluding discussion time. 

The Review is presented to the President, 
the Chairman of the Board, and all staff and 
divisional heads the day before the monthly 
meeting of the Board of Directors. During the 
Review, questions and discussion are encour- 
aged. The result is usually a stimulating airing 
of the Company’s current problems, with a vig- 
orous exchange of views and suggested solu- 
tions. 

In the Directors’ Meeting, the review of divi- 
sional operations is less detailed, and material 
of special interest to the Board is added. Prior 
to discussion of dividend policy, for example, 
a detailed cash report is included in the Re- 
view. 

Each of the operating divisions has a similar 
review of its performance and problems for its 
divisional management. These reviews are de- 
signed to stimulate profit consciousness at all 
levels of supervision. Our goal is to make vir- 
tually automatic the questioning of each im- 
portant operating decision in terms of its profit 
potential. 


REPORTING TO COMMITTEES 


In Ford Motor Company, central commit- 
tees establish policies and review the day- 
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to-day problems of the Company. Respon- 
sibilities of particular committees cover, for 
example, product planning, styling, scheduling, 
engineering research programs, merchandis- 
ing, and appropriations. The committees con- 
sist of top management personnel, both staff 
and operating. 

A large part of our special, informal report- 
ing is made directly to these committees. Meet- 
ings are scheduled regularly; committees have 
permanent secretaries; agenda are distributed 
in advance; and reports to be presented are 
based on well-defined ground rules and coor- 
dinated before the meetings. A brief descrip- 
tion of the relationship of reporting to two of 
these committees may illustrate the procedure. 

One of our committees considers the Com- 
pany’s forward product programs. Procedures 
have been established to cover the form and 
content of financial projections to be shown the 
committee and the subsequent reporting of fi- 
nancial results. As a part of our formal report- 
ing, operating divisions submit monthly re- 
ports of current projections compared with 
those at the time of product approval. These 
reports include product line profits, rates of 
return, and supporting detail such as tooling 
expenditures. The general status of product 
programs is reviewed periodically and special 
reports are submitted if it appears that a pro- 
gram is falling short of its financial objective. 

Unfortunately, the forward product reports 
cannot measure the styling and merchandising 
appeal of the product under consideration. A 
program may be on target in terms of financial 
objectives throughout its planning but fail to 
obtain the anticipated market acceptance. Nev- 
ertheless, effective financial controls on design 
can insure that the product will not be designed 
so expensively that it will fail to earn a profit 
at reasonable volume expectations. 

Another committee meets each month to con- 
sider vehicle production schedules. The agenda, 
the proposals of the Company’s divisions, and 
the general industry forecast are coordinated 


before the meeting. Data to be presented are 
developed on the same ground rules as in the 
formal reports on scheduling matters. In the 
meeting, the committee reviews first the cur. 
rent outlook for industry sales and production 
to establish the framework within which the 
committee can evaluate specific scheduling pro. 
posals. As each schedule is presented by the 
appropriate division, the principal marketing 
and production factors that affect it are pre. 
sented and discussed. 

The role of staff work for any of our com. 
mittees is to obtain agreement on general as. 
sumptions and to give direction, through the 
reports presented, to the discussion of neces. 
sary action, including the determination that 
action is required. Through the establishment 
of ground rules and prior coordination, the 
committee is less likely to be plagued by what 
have been aptly termed “‘unfacts.” Reports to 
the committees usually include recommenda- 
tions, and often a discussion of possible alter- 
native solutions to the problems raised. Every 
effort is made to supply all the data necessary 
for a decision, but not to usurp management’s 
prerogative to make the decision. 

In addition to the committee work, our in- 
formal reports include analyses made directly 
for top management. In these reports, there is 
a wide variation in the form of reporting, de- 
pending upon the preferences of the recipient. 
Some of our officials prefer to work directly 
with tabulations of data and to develop their 
own conclusions; others prefer an analysis of 


the data, with possible conclusions. 


REPORTING ON THE REPORTERS 


Particularly because of our emphasis on spe- 
cial reports for special problems, Ford’s report- 
ing system is changing constantly. We try to 
avoid in our planning of reports what we try 
to avoid in our planning generally: the tend- 
ency to think that what applies today is neces- 
sarily going to be valid tomorrow. Even our 
formal reports are altered frequently as the 
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problems of business shift. All reports are re- 
viewed periodically to determine their need, 
their adequacy, and their cost. 

This last point is an important one in a com- 
pany the size of ours. Reporting is expensive, 
and every effort is made to keep reporting costs 
low. Professional reporters may very well lack 
cost consciousness in their own activities. They 
are not, for example, immune to the “bro- 
chure” virus, although we often point out that 
we have discovered a striking inverse relation- 
ship between the costliness of the report cover 
and the intellectual value of its contents. 

To make sure that our reporting system is 
kept integrated, that it is adapted to changing 
problems, that we are not “over-controlling,” 
and that the costs of the system are reasonable, 
we have assigned these responsibilities to a 
special, small department. The group includes 
people who understand the principles of finan- 
cial control and the requirements of top man- 
agement reporting. 

The department is not a “reports control” 
activity in the sense that it engages in methods 
analyses of reports and procedures. Its con- 
cern is primarily with the functional aspects of 
reports and their value in the reporting system. 
The department’s recommendations may in- 
volve an entirely new reporting approach or a 
realignment of responsibilities in recognition 
of changed conditions. The department studies, 
for example, possible computer applications to 
reporting problems in such areas as forecast- 
ing, and developments in such esoteric fields 
as information theory. 

We have found that our modest investment 
in reporting on the reporters has been repaid 
many times. 


EXECUTIVE DEVELOPMENT 
THROUGH REPORTING 


One aspect of business reporting often over- 
looked is its relationship to executive develop- 
ment. In most businesses, particularly those 
expanding rapidly, the shortage of potential 


executives is acute. This is especially true 
where demand for managers is large, as in a 
decentralized business. Although a great many 
executive development programs have been 
established in recent years, business may be 
overlooking an effective device for such devel- 
opment—its reporting system. 

At Ford, both the committee work and the 
Financial Reviews are designed to serve this 
function. The special committee reports, usu- 
ally presented by the person who prepared the 
analysis, allow the individual to demonstrate 
his ability to present the report and to answer 
questions about it. Knowing that he will have 
an opportunity to present his conclusions de- 
velops in the young analyst initiative and cre- 
ative intuition, and affords him personal satis- 
faction. It introduces him to top management, 
and provides an opportunity to observe man- 
agement in action. Further, the coordination 
entailed in most of our reports gives him the 
chance to discuss a problem in many of its 
facets with a wide variety of technicians and 
analysts, as well as with top staff and operating 
personnel. These opportunities are available to 
both central staff and divisional staff personnel. 

More broadly, this personnel development is 
not restricted to reporting people. A good con- 
trol system is likely to develop good managers 
in any area. The reporting system’s emphasis 
on perceiving problems and relationships and 
on solving those problems is applicable to all 
but routine work in many operating and plan- 
ning fields. 


CRITERIA OF EFFECTIVE 
REPORTING 


The description of how Ford’s management 
operates in making its decisions and the rela- 
tionship of our reporting system to these meth- 
ods probably illustrate our criteria of an 
effective reporting system to top management. 
Although we have not formulated a set of such 
criteria, we do have certain ones in mind: 

Data should be designed to improve the 
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quality of business decisions. This implies, 
wherever possible, showing advantages and 
disadvantages of alternative courses of ac- 
tion, all profit-oriented. 


Data should be limited to subjects prop- 
erly the responsibility of top management. 
The important should be differentiated from 
the unimportant. 

Reports should emphasize “reasons why,” 
not just “how much.” They should evaluate 
rather than describe. Objective yardsticks 
should be used wherever applicable. 

Approximations, even guesses, if clearly 
labeled, may be useful. Assumptions of the 
estimates should be included. Management 
need not accept the estimates but it is en- 
titled to an informed opinion by a presumed 
expert. Analysis of errors in projections 
may be useful in improving techniques. 

Information should be presented objec- 
tively, with interpretation as free as possible 
from bias. It is difficult to over-emphasize the 
importance of integrity throughout the re- 


porting system. 





Reports, recurring and special, should be 
simple and easily understood. They should 
be prepared in accordance with precise ter. 
minology and accepted ground rules. It is 
important that there be prior clearance of 
data so that those affected have an opportu- 
nity to offer suggestions. 

Our own reports do not always meet these 
criteria. We know that the Ford reporting sys. 
tem is far from perfect. We find instances of 
duplication, omission, conflict and error. We 


worry about these deficiencies, and we try to 


‘correct them. 


We also know, however, that our reporting 
system reasonably fulfills our principal objec- 
tive. Our formal reporting system provides the 
factual background for management. Specific 
information on a specific subject is usually 
ready at the time and place management ex- 
pects to evaluate a particular issue. In high- 
lighting problems and possible solutions, the 
information is arranged in a form that readily 


enables management to decide and act. 





“To the degree that education and other community activities contribute to the 


success of the Company and the society in which it operates, they should and do 


receive a share of the proceeds.” 


Ralph J. Cordiner, New Frontiers for Professional Managers. 
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RICHARD EELLS 


Corporate Giving: 
Theory and Policy 


@ The corporation is miscast in the role of 


philanthropist. 


® The business objectives of a company should 


govern its giving to educational, scientific, 


and charitable activities. 


®@ Here are prudent investment principles to 


American business corporations contribute 
about a half-billion dollars every year to phil- 
anthropic, educational, scientific, cultural, and 
civic organizations (see Table I). In numerous 
companies, large and small, corporate giving 
is established practice throughout the United 
States. Yet a well-reasoned basis for this aspect 
of corporate work is still lacking—and let 
there be no doubt that it does involve a new 
and specialized kind of managerial function. 
Like other functional kinds of work corporate 
giving demands for its effective prosecution a 
sound theoretical basis. This paper questions 
the illusory view now widely current that this 
is philanthropic work and proposes instead 
that corporate giving has a prudential premise. 
Indeed, the thesis of this paper is that the pru- 
dential ideal should replace the philanthropic 
illusion in policies and programs for corporate 
giving. 





guide such giving. 


We are not concerned here with the legal 
question of corporate authority to make phil- 
anthropic contributions. The scope of man- 
agerial discretion in corporate giving has been 
notably widened as a result of the Smith Case,’ 
though with what specific effect in a given 
jurisdiction only the lawyers can say. But for 
che lay public and for corporate managers 
generally, the impact of the decision in New 
Jersey has been remarkable. It has encouraged 
many companies to think more boldly about 
their corporate giving programs. It has also 


‘A, P. Smith Manufacturing Co. v. Barlow et al., 
26 N. J. Super. 106 (1953) ; affirmed 98 Atl. (2d) 581; 
appeal to the U. S. Supreme Court dismissed for want 
of a substantial federal question, 346 U.S. 861 (1953). 
With respect to a contribution to Princeton University 
by the A. P. Smith Manufacturing Company, the 
Supreme Court of New Jersey held that “...such 
expenditures may...readily be justified as being for 
the benefit of the corporation; indeed, if need be the 
matter may be viewed strictly in terms of actual sur- 
vival of the corporation in a free enterprise system .. .” 





MR. EELLS is in charge of Public Policy Research, General Electric Company. He is also a Visit- 
ing Scholar at the Graduate School of Business, Columbia University, and the author of Corpora- 
tion Giving in a Free Society. The views expressed in this article are those of Mr. Eells and not 


necessarily those of the General Electric Company. 
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BLE | 


CONTRIBUTIONS, 1936-1957 
before Taxes, and of Gross National Product 
f Commerce, The National Industrial Conference Board 
































Contributions 
| Net Profit Gross National 

Year | Before Taxes Product  iedareta “i % of 

| $ millions $ billions sere min els Gross National 
roduct 
1936 | 7 771 82.5 30 0.39 | 00036 
1937 | 7 830 90.2 33 0.42 00037 
1938 | 4 131 84.7 27 0.66 | 00032 
1939 7178 91.1 31 0.43 00034, 
1940 9 348 101.4 38 0.41 00038: 
1941 16 675 125.8 58 0.35 | 00046 
1942 23 389 161.6 98 0.42 | 00061 
1943 28 126 194.3 159 | 0.57 | 00082 
1944 26 547 211.4 234. 0.88 | 00107 
1945 21 345 213.6 266 1.24 00125 
1946 25 399 | 209.2 214 | 0.8: | 00102 
1947 31 615 | 232.2 241 0.76 | 00104. 
1948 34 588 257.3 | 239 0.69 | 00093 
1949 28 387 | 257.3 | 223 | 0.78 | 00087 
1950) 42613 | 2851 | 252 0.50 | 00088 
| | 
1951 43 495 | 328.2 34] | 0.78 | 00104. 
1952 38 735 | 345.4 399 | 1.03 00116 
1953' 39 801 | 363.2 | 495 | 1.24 | 00136 
1954 | 36538" | 361.2 | 311 | 0.85 | 00086 
1955 47 949° 391.7 | 415° | 0.87 | 00106 
} } | 

1956 | | 414.7 510° | | 00123 
1957 | 431.3 520° 00121 





' Final year of Excess Profits Tax. 

* Preliminary. 

* Estimate by F. Emerson Andrews, Director, The Fo 
* Estimate by American Association of Fund-Raising 


raised the hopes of numberless applicants for 
corporate contributions. For those who must 
design the policies and plan the programs for 
corporate work in this field, the new trend pre- 
sents new problems that lie more in the area of 
business philosophy than jurisprudence. For, 
granted that the discretionary power’ of most 


* Discretionary authority of boards to make gifts 
under common law rules and permissive legislation is 
to be distinguished from allowability of deductions 
from net income for tax purposes. Since 1936, federal 
tax policy has encouraged corporate giving by allow- 


undation Library Center. 
Counsel. 


ing as deductions charitable contributions (as defined 
in the Code) which do not exceed 5 per cent of the 
corporation’s taxable income [Section 170 of the In- 
ternal Revenue Code, 1954.] Corporate contributions 
under this provision have seldom exceeded one per 
cent of net corporate earnings for the country as a 
whole, and the average for large corporations is prob- 
ably well below this figure. Many of the smaller cor- 
porations contribute a higher percentage of their net 
incomes, and some want Congress to increase the 
allowable deduction to more than 5 per cent. See F. 
Emerson Andrews, Corporation Giving (New York: 
Russell Sage Foundation, 1952) ch. iii; and Corpor- 
ate Giving in Greater Cleveland: A Survey by the 
Harvard Business School Club of Cleveland, Inc. 
(1953). 
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corporate boards is fairly wide, how will this 
discretionary power be used? Can one find a 
sound basis in theory for the kinds of policies 
and programs that will command the respect 
of all the groups of interests that focus upon the 
large industrial corporation? 

We are in the midst of a testing period. The 
next ten years will show whether corporate 
authority to support charitable, educational, 
and like causes is to be used wisely or unwisely. 
The ultimate test of this wisdom, or the lack of 
it, will come in many forms of public opinion.” 
Diverse groups will be watching the outcome. 
Share-owners, the financial community, cus- 
tomers, unions, employees, competitors, and 
suppliers will all be looking for the results as 
these affect their interests in particular cor- 
porations. The general public will want to 
know the consequences for the economy and 
for society at large. And not least, Congress 
and certain of the federal administrative agen- 
cies may be expected to monitor the trends of 
corporate giving. 

Public reaction to the growth of corporate 
giving over the past two decades has been, on 
the whole, favorable, so far as one can judge. 
although a few dissenting voices have been 
raised here and there. Will the favorable trend 
continue? The answer will depend to a large 
extent upon whether corporations steer their 
contributions policies and programs along the 
mainstream of American life, with foresight 
and vision on the part of managers concerning 
the kind of social environment to which their 
fellow Americans aspire. The modern corpora- 
tion can fulfill its role in such a way as to re- 
main well within the bounds of the Good 
Society, as people generally envision it, and 
can, moreover, be a major contributor to the 
goals of that society. Or it can steer a different 
course, and find itself well without the bounds. 

“My reasons for this conclusion are set out in 
Corporation Giving in a Free Society (New York: 


Harper & Brothers, 1956), especially in chapters iv 
and viii. 


NEED FOR PLANNING AND THEORY 


If the testing period we are now in is to end 
successfully, careful planning will have to go 
into the management of corporate payments 
under the head of corporate giving. And behind 
this planning—if it is to work out well—we 
shall need a viable theory. The theory of cor- 
porate giving will have to be more than a law- 
yer’s brief, for it will not be enough merely to 
establish the necessary authority. It will also 
have to be more than a smooth rationale to 
soothe the conscience of those who doubt that 
the authority ought to be used, whatever the 
courts say about the matter. It will have to be 
a theory that takes into account the actualities 
of business enterprise in corporate form and 
of the economic and social conditions in the 
environs of the enterprise. The theory has to 
be usable as a basis for both short- and long- 
range planning in individual companies: a set 
of logically related and realistic propositions. 

Such a theory is not easy to develop, and I 
make no claim that it is developed fully here. 
Fortunately, in several companies work is 
going on at staff levels to build a sound theory. 
With more experience in actual cases, we shall 
all be able to contribute to this important proj- 
ect. As my small contribution to the process, I 
should like first to set forth two conflicting ap- 
proaches to the problem, discussing in turn 
what I shall call the “philanthropic illusion,” 
and then the prudential ideal. At the end of the 
paper I propose a set of principles which seem 
to me to be fundamental to the development of 
a sound theory. 


THE PHILANTHROPIC ILLUSION 


The first obstacle to sound theory and plan- 
ning is the illusion that corporate giving can 
be regarded as essentially a philanthropic 
activity. 

The philanthropic spirit is one of the noblest 
qualities of civilized man. It is the spirit of 
active good will toward one’s fellow man, 
demonstrated by material efforts to promote 
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his welfare in body and soul. This spirit will 
always be praised by men of good will. 

We need to observe, however, that if cor- 
porate giving were to become a really philan- 
thropic act, we then should try to base the 
theory of corporate giving on philanthropic 
philosophy. On this assumption we should try 
to find legal support for the power of boards of 
directors to give away corporate monies to pro- 
mote human welfare without concern for cor- 
porate self-interest. We should then look to the 
patriarch foundations, which have been in the 
business of giving for a long time, for guiding 
principles in working out and finding the most 
worthy causes to support. Grounding our cor- 
porate giving work on the idea of general 
philanthropy, we would develop a set of phil- 
anthropic principles and find out how to apply 
them in the management of the enterprise. In 
short, for a theory based on a strictly philan- 
thropic premise, we should have to go about 
it in a systematic way to learn how to be most 
generous in helping along our fellow men with 
a substantial flow of corporate funds allocated 
for exclusively charitable purposes. 

Critics of Big Business have condemned 
corporations for their “excessive materialism,” 
and their 
“baneful and inhuman” effects upon civilized 


? 


their “irresponsible individualism,’ 


society. Under the philanthropic theory, man- 
agement would set forth in earnest to demon- 
strate that the corporation is neither heartless 
nor soulless. Through philanthropy corpora- 
tions would show the world that they are “good 
citizens,” strongly disposed toward charitable 
action. Corporations are already major sup- 
porters of community fund drives.‘ Recently 
they have generously stepped into the breach 
for the private colleges and universities.’ They 


might greatly expand the range of possible 


*See F. Emerson Andrews, Philanthropic Giving 
(New York: Russell Sage Foundation, 1950) pp. 64 
68; and Corporation Giving (cited in Note 2) pp. 64— 
71 and ch. ix, and especially Table 26. 

°For details see publications by the Council for 
Financial Aid to Education, Inc., 6 East 45th Street, 
New York 17, N.Y. 





donees, and “give until it hurts.” 
fashion the 
shoulder the financial burden of charity as one 


In this 
community might 


business 


of the corporation’s major “social responsi. 
bilities.” 

In this way all might hope to stem the tide 
of criticism against Big Business. Nor would 
this be merely a public relations stunt. Industry 
would in fact as well as in theory assume the 
role of a major philanthropist in the American 
scene. 

However, it is my position that it is futile, 
dangerous, and unnecessary for business to at- 
tempt such a role. It is futile, because corporate 
managements will find it impossible to sustain 
the purely charitable act, given the complex 
forces that actually determine corporate poli- 
cies. It is dangerous, because it starts from 
false premises and will lead toward decisions 
that will be to the interest neither of the cor- 
poration itself nor of the society generally. It is 
unnecesary, because, with a better set of prin- 
ciples, the objectives appropriate to business 
enterprise can be achieved through corporate 
support payments. 

For these reasons, the term used here, “cor- 
porate support payments,” is preferable to 
designations more generally used, such as “cor- 
porate philanthropy” and “corporate giving.” 
The term “corporate support payments” car- 
ries with it a certain prudential realism. 

It is well to remember that the business cor- 
poration is not an individual human being. It 
is an entity with a corpus of collective assets 
entrusted to a board. A corporation’s board of 
directors is bound to act in a fiduciary capac- 
ity. Corporate executives are agents of the 
board. When corporate funds are properly dis- 


bursed to charitable organizations, directors 


and managers necessarily act in their official 
capacities, and not as private citizens merely. 
They are bound to act on behalf of the interests 
they represent. They are also bound to act with 
certain objectives in view. These objectives are 


not the personal and private aspirations of 
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directors and managers as persons. The objec- 
tives of corporate action are the business ob- 
jectives of the enterprise. 

It would be hard to maintain that philan- 
thropy is the business of an industrial com- 
pany. Philanthropy is properly the business of 
philanthropic foundations. But it must be kept 
in mind that when the chips are down, corpo- 
rate support payments by industrial compa- 
nies, though necessary and legitimate parts of 
corporate work, are nevertheless in an eco- 
nomic sense a peripheral aspect of business 
management. 

An objection may, perhaps, be raised. Is 
charitableness not a quality that we have a 
right to expect in the good “corporate citizen” 
as well as in the good individual citizen? Is phi- 
lanthropy not really one of the corporation’s 
“social responsibilities’? 

This is not the place tu put under the micro- 
scope the concepts of corporate citizenship and 
corporate social responsibilities. But it is per- 
tinent to enter strong reservations when these 
concepts are put forth as major premises in a 
theory of corporate support payments. One 
may imagine at this point that I am about to 
draw the hard-boiled conclusion that corporate 
giving should be stopped altogether, that 
management should concentrate solely upon 
maximizing corporate profits, and that all dis- 
bursements from corporate earnings for phil- 
anthropic purposes should be left to the 
individual decisions of shareowners (from 
their dividends) and employees (from their 
individual compensations). This is the position 
taken by some people.® They believe that cor- 
porate giving is a “fine thing”—for any com- 
pany whose stock they do not hold. They 


protest that corporate giving tends to convert 


*See, for example, Louis 0. Kelso and Mortimer J. 
Adler, The Capitalist Manifesto (New York: Random 
House, 1958) ; and remarks of Professor Milton Fried- 
man, University of Chicago, as reported in the Social 
Science Reporter’s Eighth Social Science Seminar on 
the Major Factors in Business Management: Leader- 
ship, Decision-Making, and Social Responsibility, San 
Francisco, March 19, 1958. 


the corporation into a_ great collection 
agency which supports charitable organiza- 
tions through a kind of indirect tax on cus- 
tomers, employees, and shareowners. 

This is decidedly not my position. On the 
contrary, most corporations have only begun 
to do what they ought to do in the area of cor- 
porate support payments. One difficulty with 
the philanthropic theory of such payments is 
that it may actually limit too narrowly the 
scope of business planning in the area. It can 
also lead corporations to support the wrong 
things under the illusion that they have some 
vague and undefined “social responsibility” to 
act like “good corporate citizens.” There is 
little question that some important opportu- 
nities, both to strengthen the essential condi- 
tions for corporate survival and to provide 
opportunities for better profits in the future, 
will be missed—if business continues to talk 
as though it has philanthropic obligations pri- 
marily. 

And, more positively, if we discard the phil- 
anthropic illusion, we shall be in a better po- 
sition to reach two sound aims: first, the pru- 
dent use of corporate assets for long-range 
investments of great value to the company and 
all of the interests it represents; and second, 
general public recognition of the fact that Big 
Business is really meeting the obligations that 
can justifiably be expected of it. When this 
proposition is accepted, we shall all become 
more aware of a new range of corporation giv- 
ing opportunities, in some cases of new pro- 
grams, new program emphasis, and new 
techniques. 


THE PRUDENTIAL IDEAL 


These aims can be realized far better under 
a theory of prudential investment than under a 
theory of philanthropic giving. Put briefly, this 
theory of prudential investment asserts that 
payments out of corporate funds for educa- 
tional, scientific, and charitable purposes, and 
to professional and civic organizations, should 
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all be regarded as a part of the work of prudent 
management of the enterprise as a business. 
Such payments may be “gifts” for the purpose 
of tax deduction, but for the business manager 
they must be treated as a species of investment.’ 
And in making wise investments of these funds, 
which are entrusted to management, the same 
degree of care in planning and organizing is to 
be expected as in any other kind of functional 
work in the company. 

Ideally, a company will have a written policy 
governing its corporate support payments that 
sets forth explicitly the basic principles in- 
volved. These principles should reflect a phi- 
losophy of enlightened self-interest. They 
should make it abundantly clear to everyone, 
within and without the company, that every 
corporate support payment is to be evaluated 
as a wise investment of corporate assets.” 

Such a policy is difficult to draft. On the one 
hand, it can easily become a mere rationaliza- 
tion for concessions to external pressures; it 
can convey the impression that it accedes to 
public demands on its reservoir of earnings; 
it can just “go along” on the tacit assumption 
that it will lose good will if it does not “go 
along.” On the other hand, the policy statement 
may bog down in language that promises more 
than can be delivered; and this is a special 
danger when one begins with the premises of 
the philanthropic illusion of corporate support 
payments which were referred to earlier. 

The only safe course is to relate the policy 
to the specific business objectives of the com- 
pany, and to specify in some detail the ways in 

‘Some theoretical legal problems may arise in ex- 
plaining such a policy under the tax laws. However, 
if the policy is considered as the theoretical or philo- 
sophical rationale of the program and not as a literal 
statement of the purpose of any gift in the tax law 
context, it is felt that such problems may be satisfac- 
torily met. 

* McGraw-Hill Publishing Co. has set forth the argu- 
ments for corporate support of education in an inter- 
esting pamphlet entitled A Business Wrestling with 


the Problem of Aid to Colleges and Universities: A 
More or Less Socratic Dialogue. 


which corporate support payments can be used 
as a prudent investment of corporate funds for 
the purpose of reaching these stated objectives, 
There are the long-term objectives of the cor. 
poration in relation to the industry, to the 
economy as a whole, and to the larger commu. 
nity it serves. There are also objectives con- 
cerning the improvement of the various func. 
tional types of work, such as manufacturing, 
marketing, finance, research and engineering, 
public and employee relations, and managing, 
Table II lists some hypothetical examples of 
how specific kinds of support payments might 
serve corporation policy objectives. 

The policy should make it clear, further. 
more, that corporate support payments are to 
be made with specific reference to such objec- 
tives and for no other purposes; that the bene. 
fits to be derived from such payments are bene- 
fits that will accrue to the corporation as well 
as the payees; and that benefits to the corpora- 
tion sought by such payments will be those 
which could not be derived in any other way, 
or at least not so effectively in any other way. 

The policy should lay down procedures 
which will make it possible to implement these 
principles. For example, let us suppose that a 
recommendation is to be made for board ac- 
tion (or action by officers under delegation of 
authority from the board) on a proposal for 
a corporate support payment—say for a con- 
tribution to a hospital capital fund drive. The 
recommendation should be accompanied by a 
carefully prepared statement setting forth the 
nature of the benefits reasonably to be ex- 
pected as a result of the payment, and also a 
statement which indicates why this method, 
rather than some other method, should be 
adopted to achieve the expected results. 

It would not be enough, on the prudential 
theory, simply to say that the company has a 
philanthropic responsibility to make the gift; 
or that it should meet a “quota” set up by the 
hospital drive administration; or that the gift 


will be a charitable bargain in view of the 
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TABLE II 
KInpDs OF CORPORATE SUPPORT PAYMENTS RELATED TO PoLicy OBJECTIVES 





Policy Area 


Community Relations 


Engineering and 
Research 


Employee Relations 





Corporate Support Payments 


Community Chest contributions 


Endowment of professorships and 
scholarships at universities 


Grants to research clinics in social 


psychology and psychiatry 


Objectives 


Meet company responsibilities to 
plant communities 


Advancement of basic and techno- 
logical research 


New methods of improving 
employee morale 


Manufacturing Experimental work in automation | New techniques in manufacturing 
and industrial uses of atomic 
energy 
| 
| Development of marketing in non- 


Marketing | Grants for international meetings 
| of marketing specialists 


Public Relations 


sciences 


Finance 


| Adult Education programs. Publi- 
| cation of literature in social 


| Surveys of family income, savings, 
and investment in U. S. 


industrial areas 


Better public understanding of role 
of corporate enterprise in a free 
society 


Broaden the base of stock owner- 
ship 








Revenue Code.’ These are hardly compelling 
reasons. Nor will it suffice to declare that the 
company’s employees use the hospital’s facili- 
ties. Payment for such services could be put on 
a contractual basis. If an outright grant is pref- 
erable, considering all the circumstances, these 
circumstances should be set forth. 

For the purpose of managing rationally the 
work of corporate support payments, a set of 
principles is a necessity. A suggested list of 
such principles concludes this article. They 
may help us to resolve a number of questions 


about a support program, such as: 


In what specific way does each payment 
carry out the stated policy of the com- 
pany? In other words, what one or more 
of the company’s objectives does it pro- 
pose to serve? What benefits to the com- 
pany, direct or indirect, can reasonably 


be expected as a result of the payment? 


“The [tax] exemption does not justify the gift. 
Quite the contrary, the gift justifies the exemption.” 
Donald K. David, Giving is Good Business, address 
before the Chamber of Commerce of Greater Phila- 
delphia, May 10, 1956. 


© Why is it preferable to achieve the stated 
objective by means of the proposed pay- 
ment instead of by some other means? 


© What method is to be used to follow up, 
to ascertain the actual results? Are the 
benefits measured?” What does a post- 
audit show as to its effectiveness in terms 
of the objectives originally sought? 


© To what extent, year by year, is the corpo- 
rate support program being conducted 
with due regard for proper emphasis on 
all the actual needs? 


This last question refers to a balanced pro- 
gram. Balance cannot be achieved without 
planning, and planning, as noted above, re- 
quires a theory of action. If the theory were 
based upon philanthropic principles, balance 


10 


Estimates in qualitative and quantitative terms, as 
appropriate, of the benefits expected should be made 
at the time payments are made. It is doubtful that 
many companies require this. Fewer still, probably, 
require the manager or component responsible for the 
original recommendation of a payment to measure 
actual results against expectations. This should be 
done, even for long-range corporate support programs. 
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could be interpreted to mean an even disiribu- 
tion of gifts to all worthy causes: an impossible 
task. But if the theory is based on prudential 
grounds, very different considerations enter. 


NEED FOR BALANCED 
PROGRAMMING 


Balance, in the prudential sense, means at 
least three things: balanced promotion of all 
company objectives; balance in meeting the 
needs of the various company components; 
balance among the company’s long- and short- 
range goals. 

As to the first, the allocation of funds among 
the more important company objectives: a 
company must find a balance among such ob- 
jectives as advancement of fundamental knowl- 
edge and skills vital to the enterprise, increas- 
ing the supply of educated and specialized 
manpower, developing the political and eco- 
nomic conditions under which the enterprise 
can flourish, increasing the market for the 
products, improving the technical facilities, 
augmenting the reservoir of equity capital, and 
so on.” 

Second, in meeting the needs of the various 
components of the company, one must see to 
it, for example, that the right to make recom- 
mendations and decisions as to corporate sup- 
port payments is equitably distributed. The 
recommendations should come from many dif- 


ferent points within the company.” 


See Table II, where the major functional kinds of 
work in a large industrial corporation are paralleled 
by specific examples of corporate support payments. 
3alance would not necessarily require implementation 
of every objective every year; but a schedule such as 
this would help to avoid imbalance over a period of 
years. 

The purpose of decentralizing decision-making in 
corporate support payment work is not to give every- 
one a fair shake in distributing largesse. Only through 
the collective experience of many different and re- 
sponsible managers can a company hope to build up 
gradually a sound corporate support policy. Too great 
a centralization of this work deprives the company of 
the optimum use of one of its greatest resources: the 
accretions of managerial knowledge resulting from 
devolved authority and responsibility. 





Third, management must provide a balance 
between long- and short-range goals of the com. 
pany with due regard not only for immediate 
annual commitments (for example, community 
funds and recurrent drives), but also for the 
requirements of continuity and benefits accru. 
able in five, ten, or twenty years. 

A further word on balance, with particular 
reference to educational and scientific grants, 
Corporate support of education and science is 
undoubtedly a prudent investment of corpo. 
rate assets, for reasons that have been abun. 
dantly supplied during the past few years. We 
must note, however, that even if the entire pro- 
ceeds of corporate giving each year were used 
to meet the financial deficit in higher educa- 
tion, the colleges and universities would still 
not be out of the woods. Yet no large company 
can properly allocate its entire giving program 
to this purpose. To do so would be demonstra. 
bly a failure to achieve a balanced program, 
It would mean the abandonment of other ob- 
jectives of such a program. 

To sum up, then, planning corporate sup- 
port payments requires a theory, one that com- 
bines a cultural ideal with a severely practical 
approach. It is impractical for business to at- 
tempt the philanthropic role as a purely char- 
itable act. That role is too ambiguous and un- 
definable. Moreover, this strictly philanthropic 
approach encourages an avalanche of requests 
for aid that may engulf managers before they 
know what the aims of their corporate support 
policy should be. 

The sounder approach is a prudential one. 
However, the meaning of this language should 
be clearly understood. A “prudential” policy 
does not imply an approach which “stacks the 
deck” in such a way as to give the corporation 
calculated advantage over individuals, or spe- 
cial groups, or the public at large. Rather, 
“prudential” means a blending of the corpo- 
rate interest with the broader community in- 


terests—an identification of appropriate cor- 


poration objectives with national objectives | 
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and with American idealism. Simply stated, 
when management disburses support payments 
for the long-range benefit of the enterprise, it 
also seeks long-range benefits to society gen- 
erally. Thus, contributions would be made to 
the upbuilding of the many institutions around 
us that make up a free society, the only kind of 
society in which free corporate enterprise can 
flourish. 


PRINCIPLES 


A preliminary codification of the principles 
which should govern corporate support to edu- 
cational, charitable, scientific, professional, 
and civic organizations is suggested below. 
This statement of principles does not reflect the 
specific policy of any particular company, but 
rather the viewpoint of the author as a result 
of having examined the rationale and practice 
of many of the country’s largest industrial cor- 
porations. It is, of course, only a tentative 
statement; and I offer it here as a point of 
departure for more thorough explorations of 
the subject among academic and managerial 


groups. 


1. Corporate giving for the advancement of 
education, science, and the professions, 
and for civic and charitable purposes, is 
governed by different principles than 
those which apply to individual philan- 
thropy. 


la. Corporate payments for such purposes 
can be made only within the legal limits 
of corporate powers, whereas individ- 
ual philanthropy has no such limita- 
tions. Corporate directors and mana- 
gers, in making corporate support 
payments, act in a fiduciary capacity 
for the business enterprise, and not in 
their individual capacities as personal 
donors. 


lb. While personal philanthropy is properly 
altruistic, corporate giving has to serve 
a dual purpose: it must meet the needs 
and interests of the corporate donor, as 
well as the needs of the society in which 
the company operates. 


2. Corporate support payments should be 
related directly to the stated objectives of 
the company as a business enterprise. 


2a. The company’s objectives need to be 
stated in a form which makes it possible 
for management to test the appropri- 
ateness of a proposed payment. 


2b. Recommendations for action on an ap- 
plication or proposal should spell out 
the relationship between the proposed 
payment and one or more of the com- 
pany’s objectives. 

2c. The statement of recommendation 
should show either that the benefits to 
be derived can be gained in no other 
way (or not so effectively in any other 
way); or that there are other compel- 
ling reasons for using the corporate 
support payment method of reaching 
the named company objectives. 


2d. The payments should be properly allo- 
cated so as to serve the company’s ob- 
jectives in a balanced way, avoiding 
undue emphasis upon some objectives 
to the neglect of others. 


3. The stated objectives of the company 
should be broadly enough conceived, 
though specific in content, to recognize 
the public expectancies concerning the 
enterprise by reason of the character and 
scope of its operations. 


3a. There are various groups that contrib- 
ute to the survival and prosperity of the 
enterprise (its customers, its share- 
owners, its suppliers, and the public— 
including a far more comprehensive 
community than the local or plant com- 
munities in which it operates) ; and the 
stated objectives of the company should 
specify its relationships with all of these 
groups, making it clear what common 
interests need to be protected and pre- 
served by corporate action. 


3b. The statement of company objectives 
should make it clear that the common 
interests of the various groups with 
which the company maintains vital re- 
lationships can sometimes be protected 
and preserved through appropriate cor- 
porate support payments. 
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3c. Such payments are to be regarded as 
discretionary acts within the terms of 
corporate policy and not as obligatory 
charitable gifts; as such, they consti- 
tute legal and prudent means of main- 
taining vital relationships with these 
groups, and of recognizing public ex- 
pectations that the company is fulfilling 
its role as a socially-oriented business 
institution. 


4. Corporate support payments are not jus- 
tifiable in terms of the tax factor alone. 


4a. The amounts, the timing, and the recip- 
ients of corporate support payments, 
are all necessary considerations in the 
prudent use of corporate assets as ap- 
propriate means of attaining company 
objectives, quite aside from tax-deduct- 
ibility advantages. 

4b. A payment unrelated to the company’s 
objectives, as an enterprise, is never de- 
sirable simply because it is a “chari- 
table bargain” under the revenue laws. 


. Periodic measurement and feedback to 
management of data concerning the 
actual benefits derived from corporate 
support payments is an indispensable 
part of efficient management of such 
programs. 
Sa. Measurement of indirect _ benefits, 
though frequently statable only in qual- 
itative terms, is essential. 


5b. Indexes for measuring benefits should 
be related to certain standards of busi- 
ness performance that are implicit in 
company objectives, but which must be 
spelled out for managerial guidance. 


5c. Measures of benefits should be used to 
improve the criteria for allocating pay. 
ments, and for appropriate reporting to 
shareowners and the public. 


. The management of corporate support 


payments is a specialized function that 
requires special organizational and pro- 
cedural treatment within the company. 


6a. In small companies the use of profes. 
sional outside consultants and agencies 
may be indicated. 


6b. In larger companies, staff organizations 
for corporate support payment work 
are advisable, sometimes on both a cen- 
tralized and decentralized basis, de- 
pending upon the organizational struc. 
ture of the company. 


6c. As in all managerial work, adequate 
provision needs to be made for plan. 
ning, organizing, integrating and meas- 
uring corporate support payment work, 
with full opportunity for operating 
managers to consult the staff organiza- 
tions which specialize in corporate sup- 
port work. 


.When corporate support is used as a 


means to protect the company as a deci- 
sion center by strengthening the free 
society of which it is a part, it should aim 


at widening rather than limiting the dis. , 


cretionary powers of those decision cen- 
ters to which payments are directed. 


7a. Payments to educational institutions 
should have the effect of buttressing 
their independence as centers of scien- 
tific work and teaching. 
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JOHN CLENDENIN 


What Do 


Stockholders Like? 


A significant change in attitude toward dividends and market 
gains is one of the trends revealed by this study of stockholders’ 


opinions. 


In these days of lengthening stockholder lists 
and increasing stockholder sophistication is a 
definite need for corporate management to 
know the nature of stockholder preferences and 
objectives. Not only the corporate peace but 
also the price of a company’s stock and its 
capacity to sell additional stock depend on the 
stock’s attractiveness to actual and potential 
stockholders. Company policies which will oth 
please the stockholders and maximize long- 
term company welfare are eminently desirable, 
and such dual-purpose policies are often pos- 
sible if the preferences of the stockholders are 
clearly understood. 

This article reports the findings of two mail 
questionnaire surveys of stockholder prefer- 
ences, the first undertaken in the summer of 
1951 and the second in the late spring of 1958. 
The surveys were made under the auspices of 
the Bureau of Business and Economic Research 
of the University of California, Los Angeles, 
and the Los Angeles Division of Pacific Coast 
Stock Exchange. Mailing lists for both surveys, 
which were supplied by Dean Witter and 
Company and several corporations, are com- 
parable in make-up. (The questionnaire and 
the results are summarized in Table I on pages 
52-54 of this article.) 


The questionnaires went to individual stock- 
holders only—institutional investors, trustees, 
and nominees were not included. Both large 
and small stockholders were included, but the 
tallies indicate that small stockholders (those 
owning only one or two stocks) did not re- 
spond in as great proportion as did those own- 
ing more stocks. The questionnaires went to 
investors known to hold stocks in large and 
medium-size corporations; some of the known 
stocks are conservative and some are specula- 
tive, but it is probable that many of the stock- 
holders who answered own both conservative 
and speculative issues. Of some 5,000 question- 
naires mailed in 1951, 1,374 (26%) were re- 
turned;’ in 1958, 891, or 29% of the 3,000 
mailed, were returned. It should be noted, of 
course, that a survey of this kind, based on a 
mail questionnaire and dealing with abstract 
situations, of necessity measures general trends 
and attitudes of individual stockholders and 
should not be interpreted as an exact mathe- 
matical measurement. 


CIRCUMSTANCES ALTER CASES 


One of the most obvious facts emerging from 


'The 1951 survey was analyzed in “Stockholder 
Preference,” Commerical and Financial Chronicle, 
CLXXIV (August 2, 1951), 5034. 
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these two surveys is that stockholders change 
their minds about the investment features 
which they seek. Back in 1951, with the uncer- 
tainties of depression and war still uppermost 
in their minds, stockholders expressed strong 
preferences for conservative stocks, cash divi- 
dends, and safety above all. In 1958, after 
seven years of prosperity and stock-market 
boom, a majority of the answers indicate a 
willingness to own speculative as well as con- 
servative stocks, a less positive emphasis on 
cash dividends, and an interest in market prof- 
its which is almost as great as that in income 
and safety. Other differences between 1951 and 
1958 also appear; but the important fact is 
that corporate managements wishing to please 
or attract stockholders will not find the same 
policies always preferred. 

There is less difference between the prefer- 
ences of small and large stockholders than 
might have been expected. Stockholders hold- 
ing only one or two seem to seek somewhat 
lower priced stocks and to be more interested 
in market profits than the larger holders, but 
even these differences are not marked. All of 
the changes in attitude between the 1951 and 
1958 surveys are apparent in both groups. 


THE PRICE OF SHARES 


The most popular prices for shares of stock 
lie between $20 and $50, according to the 
1958 survey. Most stockholders would proba- 
bly stretch this range in specific cases without 
much hesitation, and some 20 to 30 per cent of 
the respondents indicate that they have no 
price limitations, but it seems clear that prices 
within the $20 to $50 range conform to the 
tastes of nearly all individual investors, while 
those above and below these figures discourage 
a portion of the total potential market. Small 
stockholders prefer slightly lower 
stocks: from $10 to $35.’ 


priced 


* These figures conform very closely to preferences 
indicated by 5,425 readers of the New York Stock Ex- 
change magazine, The Exchange, XIX, 6, (June, 
1958). 


In 1951, when the market averages stood at 
approximately half their present level, the 
stockholders indicated a preference for about 
the same price ranges, but put slightly more 
emphasis on prices below $50 per share. It ap. 
pears that the great rise in stock market price 
level since 1951 has not resulted in an appetite 
for higher-priced shares. Rather, it has gen. 
erated a demand for stock splits which have 
held the per share prices down. This fact has 
seemingly been sensed by corporate directors, 
Despite the great market rise, the average price 
of a listed share on the New York Stock Ex. 
change at the end of 1957 was $42.70, as com- 
pared to $41.75 in 1951. 

These stockholder preferences do not mean 
that a well-established stock selling at $90 per 
share is necessarily selling in a weak market 
because many potential stockholders refuse to 
consider $90 stocks. The preferences indicated 
by the majority do not necessarily extend to all 
stockholders. For example, it is perfectly clear 
that many stockholders do consider $90 stocks; 
and if such stocks are not too numerous, their 
market may be good. Furthermore, many stock- 
holders who tell us that they normally select 
stocks priced in the $20 to $50 range are al- 
ways ready to make exceptions. In fact, the 
1951 survey showed positive preference for the 
$20 to $50 price range among the holders of a 
bank stock selling at $140 and an oil stock 
selling at $100, and both surveys elicited mar- 
ginalia saying “except for A. T. & T.” 

Nevertheless, a management which feels a 
need to split a high-priced stock is almost cer- 
tainly failing to maximize its market when it 
splits a $150 stock on a 2-for-1 basis; on the 
other hand, there would seem to be little occa- 
sion to split any stock of reasonable quality 
into a price area below $20. Although there 
may be prestige factors inherent in high-priced 
shares and marketability advantages in very 
low-priced ones, neither the replies of these 
shareholders nor my own observations of 
stock-price behavior lend much weight to these 


pos: 


whi 


mal 
indi 


low 
gro 
of 
of t 
pret 
Sint 
stoc 
stoc 
hol 
sha 
acct 
per 
lot” 
of tl 
con 
is ¢ 
am¢ 
asl 
$20 


DI’ 


divi 
tion 
(1) 
roa 
will 
con 
on 
the 
ada 
the 


stor 


pay 


div 


reir 


not 





d at 

the 
bout 
nore 
t ap- 
orice 
etite 
gen- 
have 
: has 
tors, 
price 
. Ex. 


com- 


nean 
) per 
arket 
se to 
rated 
to all 
clear 
cks; 
their 
tock- 
elect 
e al- 
, the 
r the 
ofa 
stock 
mar- 


els a 
t cer- 
en it 
n the 
occa- 
ality 
there 
riced 


very 
these 
is of 
these 





possibilities. And even the high-quality stocks 
which command a substantial institutional 
market may enjoy an individual-holder de- 
mand as well, if they are made attractive to the 
individual market. 

One more important factor suggests that a 
low per share price may attract a considerable 
group of investors. Approximately 32 per cent 
of all the 1958 replies, including 24 per cent 
of the small stockholders, indicated a “strong 
preference” for investment in 100-share lots. 
Since the “typical amount” invested in each 
stock ranges from less than $1,000 by the small 
stockholders to around $4,000 by the larger 
holders, it is clear that this preference for 100- 
share lots must inevitably lead to a search for 
acceptable stocks priced between $10 and $40 
per share. It should be noted that this “round- 
lot” preference is stressed by less than one-third 
of the replying investors, but it is probably also 
considered by others. From this viewpoint it 
is clear that maximum market acceptability 
among individual stockholders would require 
a stock to be priced in the lower half of the 
$20 to $40 range previously indicated. 


DIVIDEND PREFERENCES 


The questions and answers on the subject of 
dividends give rise to three definite observa- 
tions on preferences of individual stockholders: 
(1) they favor a “normal” or middle-of-the- 
road ratio of dividends to earnings, one which 
will reward the stockholder but also provide for 
company growth; (2) they place high emphasis 
on company growth and development, and in 
the main are willing to have dividend policy 
adapted to company financial needs; and (3) 
they approve a regular-plus or a cash-plus- 
stock dividend policy. 

On the ever-interesting subject of dividend 
payout policy, approximately 58 per cent of 
the replying stockholders voted for a “normal” 
division of the earnings between dividends and 
reinvestment in the company. Many marginal 
notes on the questionnaires made clear, how- 
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ever, that retained earnings had to be retained 
for a useful purpose—idle hoarding was not 
favored. Very few stockholders asked for a 
maximum dividend payout. A startling 28 per 
cent of the replying stockholders, including 29 
per cent of the small stockholders, advocated 
limiting dividends to a small percentage of the 
profits and using the balance for business ex- 
pansion or debt reduction. As compared to the 
preferences expressed in 1951, the votes for a 
“normal” payout policy have declined from 
70 per cent to 58 per cent of the total, and 
those for a low payout policy have increased 
from 16 per cent to 28 per cent. The reasons 
for this change appear to lie in a heightened 
interest in company expansion and stock value 
growth as well as in greater concern with in- 
come taxes. 

I have found additional evidence on this 
change in stockholder attitude toward divi- 
dends in another study which I am now com- 
pleting. This study examines the effect of divi- 
dend payout policy on stock price by compar- 
ing the price-earnings ratios of high-payout 
and low-payout stocks which are otherwise 
closely similar. The comparisons indicate that 
in the period 1940-1952 a stock paying out 70 
per cent of earnings tended to sell at a price- 
earnings ratio between 79 per cent and 91 per 
cent higher than one paying out only 35 per 
cent of earnings. Thus, a theoretical doubling 
of the dividend tended to be accompanied by a 
79 to 91 per cent increase in stock price. In the 
period 1953-1958 this emphasis on dividends 
declined considerably, so that a doubling of 
payout tended to be associated with an increase 
in price of only about 50 per cent; thus, the 
correlation of price with payout was less. I in- 
terpret this change to mean that seven years of 
business boom have caused investors to place 
more emphasis on business growth and to be 
less concerned with immediate cash salvage in 
the form of dividends. The growth of invest- 
ment companies and pension funds has doubt- 
less added to this long-term emphasis. How- 
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ever, this emphasis is probably to some extent 
cyclical; a serious economic recession might 
well restore the premium on high payout. 

Despite these evidences of decreased stock- 
holder emphasis on dividends, it is necessary 
to note that stocks paying out a high percent- 
age of earnings in dividends still tend to sell 
much higher in relation to earnings than do 
similar stocks with low dividend payout. Divi- 
dends are obviously still in demand. I can in- 
terpret this inconsistency only by suggesting 
that stockholders who favor high payouts must 
be insistent upon choosing them, but that stock- 
holders who advocate low payouts at least do 
not discriminate against high ones. 

When asked to pass judgment upon the use 
of small annual stock dividends as a means of 
conserving cash for business expansion, 19 per 
cent of the stockholders advocated a normal 
cash dividend with no stock, 44 per cent fa- 
vored a cash-plus-stock procedure, and 19 per 
cent preferred all stock. The responses of very 
small stockholders were almost evenly divided 
among these three options. These results are 
reasonably consistent with those obtained by 
Merrill Lynch, Pierce, Fenner & Smith in a 
1958 mail survey of customers who had re- 
cently received stock dividends; these custom- 
ers voted 56 per cent in favor of the cash-plus- 
stock policy and 21 per cent each for an all-cash 
or an all-stock policy.’ Those preferring cash- 
plus-stock or all-stock distributions indicated 
that income tax considerations were dominant 
among their reasons. However, the Merrill 
Lynch survey also noted a high interest in 
value appreciation and growth. This interest, 
in conjunction with the willingness expressed 
in my survey to accept normal or limited cash 
dividends in order to finance corporate growth 
out of earnings, suggests that the typical stock- 
holder sees the cash-plus-stock dividend policy 
as a way to finance his company and at the 


* This survey was reported in an undated mimeo- 
graphed document entitled “Stock Dividends—Our 
Customers’ Opinions,” which was released by the firm 


about April 1, 1958. 


same time to permit a generous dividend—as 
a way to have his cake and eat it too. He prob. 
ably understands the lack of logic here, but he 
still likes the idea. 

I am not sure that individual stockholders 
would approve if a large number of important 
corporations reduced their cash payments and 
substituted small stock dividends, and I am 
fairly positive that many institutional holders 
would be dismayed; but when only a few of the 
firms whose stock they hold do this, the policy 
is popular with many stockholders. However, 
one reservation must be noted: a cash-plus- 
stock dividend policy would definitely dis. 
please some stockholders, and its inauguration 
might for a time drive away more than it 
would attract. 

On the matter of dividend regularity, our 
stockholders were asked to choose among three 
systems: regular quarterly payments, modest 
regular payments plus extras as warranted, and 
irregular payments as warranted. The system 
of regular-plus-extra payments showed sur- 
prising popularity; it was the first choice of 
14 per cent of the stockholders in both 195] 
and 1958. A policy of regular payments at- 
tracted 44 per cent in 1951 and 37 per cent in 
1958; irregular payments seemed best to 10 
per cent in 1951] and 15 per cent in 1958. The 
prevailing tendency to recognize and cooperate 
with company financial operations is evident 
in the acceptance of a regular-plus-extra divi- 
dend system, and is confirmed by numerous 
marginal notes on our questionnaire form. 
However, I suspect that a considerable number 
of stockholders think that they might get a 
larger aggregate dividend if small regular pay- 
ments were habitually supplemented by extras 
payable at convenient times, and endorse the 


system with this in mind. 


RIGHTS ARE POPULAR 


Rights to subscribe to new stock at prices 
below the market are overwhelmingly ap- 
proved by all classes of individual stockhold- 
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ers. Small stockholders, whose tendency to 
allow rights to expire unused has worried many 
managers, are more emphatic in their approval 
than other classes. And a comparison of the 
1951 data with those of 1958 indicates that 
rights are even more popular now than they 
were seven years ago. This enthusiasm for 
rights is probably not shared by all institu- 
tional and large-block holders, for obvious rea- 
sons, but it certainly pervades the rank and file. 

I am slightly skeptical as to whether stock- 
holders fully understand the nature of stock 
rights. They do understand that they obtain 
new stock at an attractive price without pay- 
ment of commissions or other costs, but they 
probably do not understand that other methods 
of stock sale are usually less costly to the com- 
pany. Certainly many of them do not under- 
stand that the value of the rights is to a degree 
subtracted from the value of the original stock, 
for many marginal notes on our questionnaire 
complain that rights are often of limited value 
because new stock offerings are priced too 
close to the market. But it is apparent that 
stockholders like to receive rights, regardless 
of whether they fully understand their impli- 
cations or not. 


STOCKHOLDER INVESTMENT 
POLICY 


The questionnaire included choices designed 
to test stockholder attitudes on three addi- 
tional matters, (1) income and safety versus 
appreciation as objectives, (2) willingness to 
acquire speculative stocks, and (3) the desire 
for diversification. 

Insofar as income and safety versus appre- 
ciation are concerned, 38 per cent of the 1958 
replies advanced income and safety as the pri- 
mary objective, 30 per cent gave equal weight 
to income and safety and to market apprecia- 
tion, and 32 per cent selected market appre- 
ciation as the primary goal. In 1951 the choices 
were 59 per cent for income and safety, 31 per 
cent for equal weight, and 10 per cent for mar- 


ol 


ket appreciation as a first objective. The very 
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great decline in emphasis on income and safety 
and the corresponding increase in desire for 
market gain is an ill omen for those interested 
in conservative and stable markets. However, 
some of the change is probably motivated by 
a desire to offset expected price-level inflation, 
and thus may not indicate an excessive disposi- 
tion to speculate. 

A disturbing confirmation of stockholder 
interest in market profits comes from the Mer- 
rill Lynch, Pierce, Fenner & Smith survey pre- 
viously mentioned. In this case 4,329 stock- 
holders were asked to designate a single 
primary investment objective by choosing 
among (1) safety of principal, (2) income, and 
(3) appreciation and growth. Seventy per cent 
chose appreciation and growth. This figure is 
slightly larger than the combined percentages 
in our survey of those who elected appreciation 
as a first choice and those who gave it equal 
weight with safety and income. It is thus clear 
that interest in market price appreciation is 
exceedingly widespread. 

Stockholders in 1958 seem far more willing 
to own “speculative” stocks than they were in 
1951. Although 54 per cent of those replying 
to the 1958 inquiry indicated that they would 
include speculative issues among their stocks, 
only 36 per cent acknowledged such an intent 
in 1951. In both years small stockholders an- 
nounced more conservative policies than did 
the larger holders. I am not impressed with the 
statistical accuracy of these answers, for the 
words “conservative” and “speculative” vary 
in meaning from person to person and from 
time to time; but the increased interest of these 
stockholders in risk-taking and speculation—as 
they define these terms—in 1958 as compared 
to 1951 is an unmistakable shift in their at- 
titudes. 

The principle of diversification seems to be 
well established in most stockholders’ minds. 
There were relatively few cases in which the 
holders of only a few stocks held them in blocks 
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of $4,000 and over, and it appears that large 
stockholders have a pronounced tendency to 
hold more issues as well as larger amounts of 
each issue. For example, the “typical” sum 
invested in each issue by holders of 3 to 5 is- 
sues appears to be slightly more than $1,000, 
while the typical sum invested in each stock 
by holders of more than 15 issues is a little 
less than $4,000. These figures are estimates 
based on unverified questionnaire replies and 
cannot be regarded as accurate, but they are 
dependable as indicators of general tendencies. 

Finally, the cooperating stockholders were 
asked to express a preference between listed. 
and over-the-counter markets, assuming either 
to be technically feasible. Here the results are 
also clear and decisive; 64 per cent in 1958 
and 67 per cent in 195] expressed a first pref- 
erence for a listed market, while 30 per cent 
in 1958 and 28 per cent in 1951 found either a 
good listed or a good over-the-counter market 
acceptable. Only about 2 per cent of the replies 
favored an over-the-counter market as a first 
choice, although at least 20 per cent of the 
answering stockholders are believed to own 
over-the-counter stocks. Unfortunately, there is 
no data on the stockholder’s reasons for these 
choices. 
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SOME POLICY CONCLUSIONS 

When 29 per cent of a miscellaneous group 
of stockholders take the trouble to fill out a 
two-page questionnaire sent to them on the 
letterhead of Pacific Coast Stock Exchange, it 
is evident that the questions posed must deal 
with matters in which they are interested and 
on which they have opinions. When the an- 
swers to those questions dealing with corporate 
financial policy are internally consistent and 
logical, it would appear that these stockholders 
are reasonably well informed and that corpo- 
rate management will do well to study and con- 
sider their opinions. It is also evident that 
stockholder preferences change to some extent 
with changing economic conditions, perhaps 
to an extent justifying adaptation of company 
policy. Finally, stockholder sophistication and 
an apparent disposition to accept policies tai- 
lored to company welfare suggest that candor 
and explicitness about company business af- 
fairs are excellent stockholder-relations pro- 
cedure. Even if the 29 per cent who responded 
to our questionnaire are better informed than 
the 71 per cent who did not, their intelligence 
and cooperative attitude must be in part re- 
flected in all the stockholders and must cer- 
tainly be worthy of cultivation. 





History shows that great economic and social forces flow like a tide over com- 
munities only half conscious of that which is befalling them. Wise men foresee 
what time is thus bringing and try to shape institutions and mold men’s thoughts 
and purposes in accordance with the change that is silently coming on. The unwise 
are those who bring nothing constructive to the process and who greatly imperil 
the future of mankind by leaving great questions to be fought out between igno- 
rant change on one hand and ignorant opposition to change on the other. 


John Stuart Mill 








R. A. GORDON 





Some Current Issues in 


Business Education 


What should universities do to prepare students for careers in 


business? 


Some two years ago, the Ford Foundation com- 
missioned a study of collegiate business educa- 
tion in the United States.’ This study is now in 
its closing stages. The field work has been 
completed, and the final report is in process of 
being written. This paper presents some of the 
preliminary ideas that have thus far emerged 
from the study. In presenting them here, I must 
emphasize their preliminary character. They 
will be substantially elaborated, and possibly 
somewhat modified, in the final report.’ I 
should also add that this paper deals with only 
one, albeit a major aspect of the study: the 
education of future businessmen through the 
degree programs in the colleges and universi- 
ties. Other topics of vital importance to schools 
of business administration—research, the 
training of future teachers, and the role of vari- 


*This paper, with some minor changes, was first 
presented at the annual meeting of the American 
Association of Collegiate Schools of Business in 
Gatlinburg, Tennessee, on May 2, 1958. Associated 
with me in this study is Professor James E. Howell of 
the Stanford University Graduate School of Business. 

? In addition to the Ford Foundation Study, a survey 
of collegiate business education under the direction of 
Professor Frank Pierson of Swarthmore College has 
also been in progress. This survey, which has been 
financed by the Carnegie Corporation, will presumably 
be completed about the same time as the Ford Founda- 
tion study. Close cooperation has been maintained 
between the two studies. 


ous service activities, including non-degree 
educational programs for businessmen—vill 
be dealt with in the final report but not in this 
paper. 


THE PROBLEM OF DIVERSITY 


An outstanding fact about business educa- 
tion is the extent of diversity, or heterogeneity, 
with which it has to cope. This diversity has 
three dimensions, and all three are important. 
They are diversity in the kinds of occupations 
and careers for which they prepare students, 
in the qualifications of students, and in the 


resources of the schools. 


Career Diversity 


I can think of no other form of professional 
training which has to contend with as much 
heterogeneity in occupation and career as does 
business education. This heterogeneity has at 
least four aspects which need to be differen- 
tiated: businessmen may differ as to the nature 
of the function they perform, the kind of in- 
dustry in which they operate, the degree of 
authority they possess, and the size of firm 
with which they are associated. All four of 
these variables have had some influence on the 


thinking of business educators. 





MR. GORDON is the Director of the Ford Foundation Study of Business Education and Professor 


of Economics at the University of California, Berkeley. 
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The kind of occupational or career diversity 
which has been most discussed arises out of 
Viewed broadly, 
there are “line” and there are “staff” jobs, al- 
though these categories are too broad and the 
distinction between them is too fuzzy to be very 


functional specialization. 


helpful. Howard Bowen’s suggested classifica- 
tion of businessmen is somewhat more useful: 
(1) those contributing specialized skills in the 
various staff specialties (accounting, personnel, 
finance, market research, etc.), (2) salesmen, 
(3) managers of branches, departments, and 
the like, and (4) top management. To these I 
should be inclined to add a fifth category: 
owner-managers of small firms. 

The second aspect of diversity in career has 
to do with the wide range of different indus- 
tries in which business is carried on. Reflecting 
this sort of diversity, many business schools 
offer special training for particular industries, 
which may be defined either narrowly or 
broadly. On the whole, however, it remains to 
be demonstrated that the requirements for the 
practice of business in different industries vary 
so greatly that the business school must to a 
significant degree reflect these differences in 
the training it offers. 

Another dimension of career diversity comes 
from the wide range in the job Jevels which will 
ultimately be attained by college graduates 
going into business. An informed businessman 
has recently warned the business schools 
against the “assumption that all men and 
women who prepare for business are to be pre- 
pared for top management or policy-making 
experiences.” Some of the undergraduate 
schools we have visited, who give lip service 
in their catalogues to the objective of prepar- 
ing their students for careers in the higher 
levels of management, worry a good deal over 
the probability that many of their graduates 
will not rise very far in the business world. 
This is frequently the rationale offered for pro- 
grams with a low-level vocational emphasis. 

Now we come to the last aspect of this prob- 


lem of heterogeneity of career. Business is 
carried on in firms ranging in size from the 
one-man enterprise to the multibillion-dollar 
corporation. Apparently, the Harvard Business 
School was recently surprised at the number 
of its alumni who eventually became owner- 
managers of their own firms. Some schools 
offer special courses in “problems of small 
business” for those planning this sort of career. 
The fact that many business-school graduates 
do associate themselves with small firms has 
been used as an argument both for and against 
a specialized business curriculum. And the 
business schools, particularly the graduate 
schools, have sometimes been criticized for 
allegedly behaving as if all their graduates 
would work for very large firms. 


Variation in Student Abilities 


In one sense, business schools are not at all 
unique in having to cope with heterogeneity 
arising from differences in the quality of stu- 
dents. The dispersion in ability, so far as we 
can measure it, is moderately wide in all 
branches of higher education. In terms of the 
Army General Classification Test scores, the 
dispersion in abilities of business students is 
no greater than in most other fields, at least at 
the undergraduate level. What is striking, how- 
ever, is the evidence that business administra- 
tion gets a much larger fraction of poor stu- 
dents and a smaller percentage of the best 
students than do the traditional professional 
fields. The mental ability of undergraduate 
business students averages somewhat lower 
than for all college undergraduates. This con- 
trast also stands out at the graduate level, 
where, in terms of median test scores, business 
students rank with graduate students in den- 
tistry, education, and social work, and below 
those in law, the social sciences, and the 
humanities, not to mention the natural sciences, 
engineering, and medicine. 

Although business schools seem generally to 
engage in a minimum of selective screening, 
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schools do differ in their admissions standards 
and in what they expect of their students. As 
a result, business schools vary in the quality of 
their student bodies from graduate schools like 
Harvard and Carnegie Tech, with their highly 
selective screening procedures, at one extreme, 
to some state and municipal universities which 
are willing or are legally bound to accept 
virtually all high school graduates who apply. 

Here then is the problem. Truly professional 
training implies standards which are presum- 
ably higher than those applied to the college 
population as a whole. Few would deny that at 
least the upper and middle levels of business 
call for a high order of competence, although 
this competence is the product of a number of 
factors in addition to what is measured by in- 
telligence tests. And as we know, the need for a 
high order of business competence grows pari 
passu with the increasing complexity of busi- 
ness operations and of the environment to 
which businessmen must adjust. If business 
programs are geared to the pace of the poorest 
students, the needs of society for adequately 
trained businessmen are not being met. If 
standards are raised, we exclude some range 
of students who now qualify. And, to face an 
unpleasant but very real fact, some universities 
rely on their business schools for an important 
source of revenue. In the case of the tax sup- 
ported institution, taxpayers may demand that 
their children be offered collegiate training for 
business, which is the residual occupation open 
to all in a private enterprise economy. 

The answer seems to lie both in higher 
standards and in differentiation among edu- 
cational programs. Standards must be raised, 
either through more selective admissions or 
through higher attrition rates. The excluded 
students will have access to the other depart- 
ments of the university, if they can meet other 
departments’ standards, or to the growing 
number of junior and community colleges. 

Even with higher minimum standards, there 
will be need for flexibility—among schools and 





within the same school. (I am by no means . 


advocating the same standards of admission 
for all schools.) And each school has an obliga. 
tion to offer a challenge to its best students, ag 
well as to provide for the poorer students that 
it is willing to admit. 


So far I have confined myself to mental _ 


ability as measured by intelligence tests, 
Competence in business, however, is a product 
of more than mental ability, and above some 
critical level the association between “‘intellj. 
gence” and business success seems to be rela. 


tively weak. We know all too little about the 


other kinds of personal qualities that make for 
business success. Whatever these other quali- 
ties are, they are almost certainly unequally dis. 
tributed among business students. Since these 
non-mental qualities apparently play a more 
important role in business success than they do 
in most professions, it is important that we 
know more about them and that business edu- 
cation be geared to develop the qualities that 
are discovered to be most important. Here 
again is a selection problem. At the under. 
graduate level, there is probably not much op- 
portunity to screen students on the basis of 
non-mental qualities; at the graduate level, the 
opportunity is greater and a few schools are 
doing a little something about it. In addition, 


more personal counseling is clearly necessary. 
Do d d 


Disparity in Resources 


In turning to the third type of diversity | 
listed at the beginning of this paper, the wide 
disparity in resources available to different 
schools, I am not speaking of buildings and 
equipment, although these are not without 
some significance. The kinds of resources that 
important here are human and financial. From 
this point of view, business schools vary widely 
in the financial resources they can command to 
acquire and hold a faculty of adequate size and 
quality; in the kind of faculty they have in- 
herited from the past and the ability of the 
faculty to change with the times; in their abil- 
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ity to finance research, scholarships, and so on; 
and in the extent to which the parent university 
js dependent on a “profit” from the business 
school through tuition fees and income from 
avariety of service activities. 

In our study for the Ford Foundation, we 
have been sensitive to this disparity in re- 
sources, which is probably greater in business 
education than in most types of professional 
schools. In making recommendations to im- 
prove the quality of business education, we 
cannot ignore the question: What, with the 
best of good will, is it possible for the poorer 
schools to do? 


THE COMMON ELEMENTS 


In the face of this much diversity, what are 
the common elements which should govern the 
kind of business education offered by the col- 
leges and universities? Or to put it slightly dif- 
ferently, what is common to the practice of 
business that cuts across the kinds of diversity 
that I have described? 

It seems to me that four basic facts common 
to all businesses need to be emphasized and 
taken into account in devising a business cur- 
riculum. First, a business firm is an organiza- 
tion, and hence the practice of business in- 
volves the need for an understanding of, and 
skill in dealing with, organizational and ad- 
ministrative relationships. Secondly, business 
firms operate within a non-market environ- 
ment (as well as within a market environ- 
ment). This non-market environment involves 
all those influences acting on the firm that do 
not involve buying and selling relationships— 
the influence of government, growth and fluc- 
tuations in the national income, technological 
and scientific developments, the general climate 
of public opinion, and so on. There are two 
points to stress about the relation between busi- 
ness firms and their environment. One is the 
fact of mutual interaction. The other is that 
these interrelations continuously change, and 


emerge from the past into an unseen future. 


The third element common to all business 
firms is that they operate in a market environ- 
ment and engage in buying and selling activi- 
ties. An understanding of business operations 
involves some knowledge of the functioning of 
the markets within which a firm operates— 
the commodity markets in which it buys and 
sells and the labor and financial markets in 
which it procures its personnel and money 
capital. All businessmen need to understand 
something about how these markets function, 
but not all have to acquire the skill to operate 
in one or another of them. 

Finally, business firms are concerned with 
the creation of utilities for sale through the use 
of men, money, and materials. In this respect, 
business is concerned with the management of 
economic resources in accordance with prima- 
rily economic criteria. Such management re- 
quires certain functions: the various inputs 
must be procured and conserved and must be 
combined to create what the firm intends to 
sell, decisions must be made as to what and 
how much can be sold and by what means, and, 
finally, data must be provided for making 
rational decisions and for evaluating past de- 
cisions. 

It seems reasonable to suggest that the busi- 
nessman should have some understanding of 
all these business functions and their inter- 
relationships and of the informational and 
analytical tools needed for making decisions 
about them. He will need to develop skills as 
well as knowledge. To some extent, the skills 
required may be common to most aspects of 
economic management, but a more specialized 
type of skill may also be required, depending 
on the task to be performed. 


EDUCATIONAL NEEDS IN BUSINESS 


What does this conceptual scheme imply for 
the education of future businessmen? 

It implies, first, some definite things re- 
garding the general education that is required. 
Some minimum of a liberal education is essen- 
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tial for all citizens in a free society. But beyond 
this, our four elements suggest the importance 
of a general education for professional reasons. 
The businessman must have some understand- 
ing of and be able to cope with the interactions 
between his firm and what I have called the 
non-market environment. This implies (among 
other things) historical perspective, a back- 
ground in economics, sociology, and political 
science, and some familiarity with science and 
technology. It implies the need for a flexible 
mind that has both breadth and historical 
perspective, and it implies also a set of attitudes 
toward the role which business and business- 
men should play in the local, national, and 
international setting. 

In addition, an understanding of organiza- 
tional relationships and their influence on de- 
cision-making requires some background in 
the behavioral sciences. The need for a back- 
ground in science and technology and the need 
to reach rational decisions on the basis of pos- 
sibly complex bodies of quantitative data call 
for some facility in mathematics. The fact that 
the businessman is an organizational man calls 
for skill in verbal communication and in inter- 
personal relations. 

The elements of our conceptual scheme sug- 
gest also the kind of professional core that is 
needed, a good part of which (but not all) is 
now being offered in most business schools. 
The need for the tools of accounting, statistics, 
and economic analysis is obvious. Our com- 
mon elements emphasize, as do virtually all 
business schools, the so-called functional fields 
of finance, marketing, production, and person- 
nel. They suggest some additional things about 
the teaching of these functional areas, all of 
which—except production—have both an ex- 
ternal, market aspect and an internal, man- 
agerial aspect. The internal, managerial aspect 
of all four areas (finance, marketing, produc- 
tion, and personnel) requires treatment which 
takes into account, among other things, (1) the 
fact that these functions are performed within 





an organizational context, (2) the analytical 
tools available for reaching rational decisions, 
(3) the kinds of information that are relevant 
and how they are to be obtained, and (4) what 
the underlying physical and social sciences can 
tell us about the forces determining the alterna. 
tives available. 

Our conceptual scheme points firmly to the 
need for work in organization and administra. 
tion. What is needed is not so much what js 
called “management principles” but a general 
understanding of the structure and functioning 
of organizations, some knowledge of the way 
in which such structure and functioning affect 
the making and implementation of decisions, 
and some skill in handling organizational and 
particularly interpersonal relationships. 

Knowledge, to be useful, must be applied, 
and the most fundamental skill required in 
business is the ability to apply what has been 
learned either from formal education or from 
experience. This suggests the need for “clini- 
cal” teaching; the students must not be per- 
mitted to be passive in the educational process, 
So far, the case method of teaching has been 
the business schools’ chief answer to this prob- 
lem, but this is not the whole answer. 

Our common elements, just because they are 
-“ommon to so much of business, tell us nothing 
about the need for specialized training. It is 
clear that some kinds of tasks do call for 
specialized skills; and the more technical the 
nature of the operations and the more exten- 
sive the internal division of labor, the greater 
will be the need for technically qualified ex- 
perts. Our conceptual scheme is silent on the 
need for industry specialization, although it 
seems likely that in both production and mar- 


keting, but much less so in finance and person- 


nel, the kind of expertness necessary will to 
some extent vary with the nature of the goods 
and services that are produced and sold. 
Where and how should the technical expert- 
ness required for different tasks be acquired? 


Several considerations argue against providing 
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much of it at the undergraduate level. To begin 
with, the time available in the undergraduate 
years is scarcely adequate to develop the gen- 
eral knowledge and skills required; expertness 
itself is coming to depend increasingly on the 
ability to make use of various of the basic aca- 
demic disciplines, including the social and 
physical sciences and statistics and mathe- 
matics. Moreover, because people do move 
within a firm and among firms and because 
the character of business is continually chang- 
ing, the most useful background is a ground- 
ing in the fundamental subjects that can be 
adapted to new and different kinds of prob- 
lems. 

Finally, education for business is a lifetime 
process which involves not only formal educa- 
tion before a business career begins but also 
the learning that comes through experience and 
the formal training that can go on concurrently 
with work experience. An impressive body of 
evidence suggests approximately where the 
dividing line should be drawn between work 
experience and the employer, on the one hand, 
and the colleges on the other. This line would 
leave the basic foundations to the colleges; 
specialized training would come later, either 
in graduate school, through experience, or 


through various kinds of special courses and 


programs that are available. 


QUALITIES NEEDED IN BUSINESS 


I should like to turn now to some of the 
evidence we have collected from businessmen 
regarding the kinds of education and personal 
qualities that seem to be needed in business. 

It is, of course, the fashion in business today 
to stress the value of a liberal education. We 
encountered this view in the companies that we 
visited. Even more striking, however, was the 
extent of the preference stated for engineering 
and science graduates. 

Most of our sample of firms employed busi- 
ness-school graduates and found them useful. 
Specialized training within business adminis- 


tration, however, was not heavily emphasized, 
although a number of firms wanted it for par- 
ticular staff specialties. We found less of a pref- 
erence for master’s degrees in business than 
we expected, although a number of our re- 
spondents also held that the ideal education for 
business was a combination of undergraduate 
liberal arts or engineering and a graduate busi- 
ness program. 

So far as recruiting policy is concerned, our 
respondents placed much more emphasis on 
getting the kinds of recruits who could move 
into the higher levels of management than they 
did on finding students with the skills needed 
for the first job they might occupy. But we 
found some evidence of a conflict, which has 
been noted by others, between the requirements 
specified by first line supervisors and those 
which the personnel department and top execu- 
tives thought were necessary to meet the long- 
range management-development needs of their 
companies. We found a little evidence that a 
change was occurring, and that these long-run 
needs for management development were com- 
ing to play a more important role in recruit- 
ment. 

In more than half the companies we inter- 
viewed, there was a considerable horizontal 
movement between line and staff jobs, with a 
somewhat greater movement from staff to line 
than in the opposite direction. We did not get 
the feeling that the education required was 
much different for line and for staff jobs, with 
obvious exceptions in the case of some techni- 
cal staff specialties. Some difference does seem 
to exist, however, in the combinations of re- 
quired personal traits. 

In each company, we asked the respondents 
to specify the personal qualities (including 
technical training) that were most important 
for success in business. The qualities given the 
greatest weight were motivation and personal 
drive, skill in interpersonal relations, moral 
character, and superior (although not neces- 
sarily extremely high) mental ability. Re- 
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spondents tended to stress also breadth and 
imagination, judgment, willingness to accept 
responsibility and to take risks, ability to com- 
municate, and command of general adminis- 
trative skills.) They considered specialized 
knowledge and technical skills of only moder- 
ate or minor importance, except for certain 
types of jobs. Interestingly enough, personnel 
officers placed less importance on specialized 
knowledge and skills than did other executives. 

It is also worth noting that two of the factors 
that seemed to be emphasized most by these 
companies in recruiting new college graduates 
were extracurricular activities (as an indica- 
tion of leadership) and personality. In general, 
the preference was for above-average but not 
necessarily exceptional grades. 

We have accumulated a considerable body 
of other evidence which space does not permit 
me to cite here. I will, however, mention one 
additional point. Neither our company inter- 
views nor a questionnaire sent to about fifty 
college placement offices suggested any insist- 
ent demand for specialization at the college 
level in particular industry areas. 

In general, our studies suggest that a mini- 
mum set of general qualifications that can carry 
the college graduate quite far in the business 
world. This is not to deny that different com- 
binations of ability, knowledge, and skills may 
be needed in different kinds of jobs or that the 
same combination may not be equally prized in 
all industries and by all firms. But the evidence 
does suggest that the business schools would 
be well advised to concentrate on the basic 
knowledge and skills which are generally re- 
quired and on selecting more carefully the 
students endowed with the abilities and other 
traits that business generally seems to require. 


SOME SUGGESTIONS FOR A 
FLEXIBLE APPROACH TO 
BUSINESS EDUCATION 


Now for the basic question: given both the 
elements of diversity and the kinds of knowl- 





edge, skills, and attitudes that seem generally 
to be needed, how shall the business schools 
plan their educational programs? 

I can do no more here than sketch a few sug. 
gestions for what is a many-faceted problem 
with no single and simple solution. These sug. 
gestions stem in part from the preceding dis. 
cussion and in part from other evidence not 
presented here. 

My first conclusion is that there is room for 
both graduate and undergraduate programs 
in business administration. Ideally, the best 
education for business is an undergraduate 
program in liberal arts (or a science-engineer- 
ing curriculum broader than most engineering 
schools currently offer) followed by two to 
five years of work experience and then by one 
or two years of graduate training. This is an 
ideal available to very few. 

The next best alternative is the same kind 
of undergraduate program followed by two 
years at a graduate business school. While this 
course is being taken by an increasing number 
of students, it will not take care of the needs 
of the majority of those who wish both a col- 
lege education and a career in business. Hence, 
the undergraduate schools of business will be 
necessary for the indefinite future, although 
some schools may choose, and perhaps should 
be encouraged, to move toward a five-year 
program. This, then, is the third alternative. 

Where the choice can be made, the argument 
in favor of confining the undergraduate years 
to general education, including a liberal dose 
of the social and physical sciences and mathe- 
matics as well as the humanities, is fairly 
strong. Four years are scarcely enough time to 
acquire the beginnings of a liberal education, 
which has values for its own sake on which we 
need not expatiate. Equally important, as we 
have seen, are the professional values of a 
general education for the businessman. This 
is particularly true of work in the social sci- 
ences including history, in the physical sciences 
and mathematics, and in verbal communica- 
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tion. Considerable evidence suggests also that 
the extra maturity of the graduate student en- 
ables him to gain more from a professional 
education, and standards can be significantly 
higher than at the undergraduate level. 

It is possible, however, to offer an under- 
graduate business program of a reasonably 


. high professional quality, although I confess 


that I do not think many schools are yet doing 
so. In planning for the future, we need to con- 
tinue to think in terms of both graduate and 
undergraduate programs existing side by side, 
both largely serving the same general purposes 
but in somewhat different ways and providing 
for different bodies of students. I anticipate 
and would welcome continued increase in the 
number of graduate students relative to under- 
eraduate. 

Graduate programs in business administra- 
tion are primarily of two basically different 
kinds, although a number of variants fall be- 
tween the two extremes. The one-year Master 
of Science program provides substantially for 
a year of additional specialization on top of an 
undergraduate major in business. The other 
basic program is the two-year Master of Busi- 
ness Administration program, which assumes 
no previous work in business administration, 
is built around a fairly broad core, provides for 
relatively little specialization, and emphasizes 
preparation for a general management career. 
Of the intermediate variants, an increasingly 
popular one is the two-year program for those 
who did not major in business as undergradu- 
ates, which offers in effect the undergraduate 
core in the first year and a year of specializa- 
tion and electives in the second. A number of 
schools have begun to offer part or all of the 
first-year core in special graduate sections, in- 
stead of mixing graduate and undergraduate 
students, and have thus moved closer to the 
two-year M.B.A. type of program. 

For most students I think there is a strong 
argument against the sequence of a conven- 
tional undergraduate major in business ad- 





ministration followed by another year in the 
M.S. type of program, particularly when we 
consider that the typical undergraduate pro- 
gram already calls for a considerable amount 
of specialization in some business field. This 
sort of sequence provides for too narrow a 
training and typically involves too much 
neglect in the undergraduate years of the un- 
derlying disciplines and basic tool subjects on 
which truly professional training in a special 
field should be based. Further, the graduate 
year of specialization is not the best kind of 
training for those who are not planning to 
spend the larger part of their careers in a 
particular business specialty. 

Ideally, I should favor something along the 
following lines. Let us keep the one-year MLS. 
program for future specialists, if it is clear 
that they want to be specialists, but let us also 
try to limit the extent to which they specialize 
in the undergraduate years. For almost every 
special field I can think of, the graduate year 
of specialization should be preceded by under- 
graduate work in business limited to the re- 
quired core courses. Undergraduate concentra- 
tion beyond this should be in complementary 
non-business courses that add to the founda- 
tion on which the future specialization can be 
built. 

The two-year M.B.A. type of program will 
almost certainly continue to grow. It is clearly 
the preferred type of graduate program for the 
non-specialist. This type of program, which 
assumes no previous work in business adminis- 
tration, provides an opportunity for flexibility 
in the second year. Some schools may prefer to 
permit only a minimum amount of specializa- 
tion in the second year; others may choose to 
encourage a considerable amount. Both alter- 
natives seem acceptable, with this proviso: the 
specialized training should be at a high level 
and assume a substantial background in the 
relevant tool subjects and underlying dis- 
ciplines. 


Now let me turn to some other matters. I 
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have already indicated that the level of instruc- 
tion needs to be raised, particularly in the 
undergraduate schools. This means more selec- 
tive admission standards or higher attrition 
rates or both. The intellectual quality of most 
undergraduate instruction in business courses 
is too low, and this is true in many graduate 
courses also. Students need to be provided with 
more of an intellectual challenge, their logical 
faculties need to be more fully developed, they 
need more practice in problem solving, and 
their understanding of the structure and func- 
tioning of business needs to be both sharpened 
and broadened. They need to participate in 
the educational process more actively than 
they now do. This means less reliance on lec- 
tures and textbooks, more library assignments, 
more problems and cases, more reports to 
write, and fewer examinations in which the 
only communication skill required is the 
ability to make a check-mark. 

The disparity among schools and the popula- 
tions they serve make some variation in stand- 
ards inevitable. But the minimum level of ac- 


ceptability—in admission standards and in 





quality of work—should clearly be raised. For 
the undergraduate schools, I suggest a simple 
guide: standards should be moderately higher 
than they are in the liberal arts college on the 
same campus. 

So far, I have emphasized the need to im- 
prove quality but have said little about what 
a program in business administration should 
include. Although in a moment J shall offer 
some suggestions regarding the undergraduate 
curriculum, I should like to emphasize that I 
do not know most of the answers. The schools 
need to experiment—with curriculum, course 
content, and methods of teaching. The main 
types of knowledge and skills that are needed 
can undoubtedly be developed in different 
ways. The same way will not necessarily work 
best in every school. 

There is one specific suggestion, however, 


that I should like to make. Business competence 





is more than a question of exposure to a given 
range of subject-matter. All professional train. 
ing involves skill development. Among the most 
important skills for the businessman are skill 
in rational decision-making in the face of un- 
certainty and incomplete information and skill 
in human relations and verbal communication, 
There are other skills, also, some of which we 
mentioned at an earlier point. It is fair to say 
that the business schools have thus far done 
too little to develop the kinds of basic skills 
that make for business competence. At the 
same time, too many schools have been trying 
to develop various kinds of narrow and low. 
level skills which, though they may help the 
student land his first job, are likely to handicap 
him in adjusting to new situations and in 
demonstrating his capacity to advance to more 
responsible positions. 

The growing use of real-life business cases 
is a move in the right direction. I am sure also 
that more can be done to develop skill in inter- 
personal relations through a careful use of role 
playing and similar techniques. Since students 
do not have the opportunity to practice what 
they learn in actual business situations (except 
to a very limited extent through work experi- 
ence), it is important to find other types of 
organizational situations with which they do 
have experience. In this connection, I wonder 
whether there are not some untapped oppor- 
tunities to make use of the students’ experience 
in campus and other organizations. 

I am sure that by now many deans have 
thrown up their hands in despair. “How,” 
they are undoubtedly asking, “can we do the 
kinds of things you suggest when our resources 
are so limited and our faculties are already 
overworked?” Nearly all my suggestions—to 
raise standards, to experiment, to develop new 
teaching techniques—call for an additional ex- 
penditure of faculty time. 

I cannot at this time give a complete answer, 
but I do have two suggestions to make. First, 


the schools should drop more of the poor stu- 
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dents. | realize the problems in doing this for 
the school that is expected to show a profit for 
jts university. But what I want to emphasize 
now is my second suggestion: the schools 
should stop offering so many courses. The 
degree of course proliferation in many schools 
has now reached lengths that border on the 
scandalous. The faculty time that could be 
saved through a severe but entirely justified 
streamlining of existing course offerings would 
certainly be substantial. I shall not comment 
on a third possibility, which a good many 
schools are currently examining. This is the 
attempt to make teaching more efficient through 
a variety of techniques including television, 
larger classes, greater use of assistants, and 


the like. 


THE UNDERGRADUATE 
CURRICULUM 


Let me end with a few suggestions regarding 
desirable changes in curriculum in the under- 
graduate schools. While our conclusions are 
still tentative, 1 should at present list the chief 
needs to be as follows: 

First, the minimum amount of general edu- 
cation required should be raised from 40 to 50 
per cent (some schools exceed this) and the 
nature of the general education requirement 
should be specified in somewhat more detail. 
I suggest a minimum total requirement in Eng- 
lish composition, literature, and speech of two 


and one-half years. Courses in “* 


Business Eng- 
lish” and “Business Correspondence” should 
be eliminated. The latter is largely a stultifying 
waste of time. As for the former, businessmen 
speak and write the same language as the rest 
of us, or at least they should. Greater stress 
should be placed on history, physical science, 
psychology, sociology, and mathematics. The 
mathematics requirement should take the stu- 
dent preferably a year beyond college algebra, 
particularly in the direction of the kinds of 
mathematics which are becoming increasingly 


important in business and social sciences. 


Courses in “business mathematics” and 
“mathematics of finance” should be abolished 
or put on a non-credit basis. Minimum pro- 
ficiency in arithmetic and elementary mathe- 
matical reasoning should be a condition for 
admission to the business school. 

Not only should more work outside of the 
department of business administration be re- 
quired, but also the core requirement in busi- 
ness should be revised. The accounting require- 
ment should be held to one year. In a con- 
siderable number of schools it is more than 
this. The elementary accounting course needs 
to be overhauled so as to emphasize theory 
and interpretation more and procedure less. 
Experiments which attempt to integrate ac- 
counting and statistics should be encouraged, 
and some schools may wish to require an 
additional course that would introduce the stu- 
dent to the general principles underlying 
operations research and other techniques for 
quantifying the basis for rauonal decision- 
making. 

Clearly, the core should include a semester 
to a year in organization and administration, 
including interpersonal relations. A course in 
industrial (i.e., production) management is 
not a satisfactory substitute, nor is a course in 
“management principles.” Much additional ex- 
perimentation is necessary before we can 
know what and how to teach in this area. 

The core should include two semesters of 
upper division economics, one in “managerial 
economics” and one in aggregative economics. 
The latter would deal with national income, 
business fluctuations, fiscal policy, and the like. 
With such a course, a separate requirement in 
money and banking, which still exists in a good 
many schools, would not be necessary. These 
courses should be geared to the needs of the 
students in business administration and should 
not be required merely to cater to the desire of 
the economics department. 

Considerable flexibility should be allowed 
in the way the functional fields are handled. 


= oe. 


== 
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There is a clear need for courses in marketing 
and finance that would deal with both the in- 
ternal, managerial as well as external aspects 
of those functions. Institutional description 
should be kept at a minimum. The personnel 
field could be handled in various ways. If a 
significant amount of work on human relations 
is included under the heading of organization, 
then a course in industrial relations might be 
required. 

The production field continues to bother me. 
While production in the sense of combining 
resources to create salable utilities is common 
to all business, it is difficult to devise a course 
in production which is more than a course in 
manufacturing techniques. Perhaps the answer 
is to substitute some sort of survey course in 
science and technology. Two other possibilities 
occur to me: a survey of modern industry or 
a course in techniques of decision-making. I 
fear the first of these alternatives because that 
sort of survey course could so easily degenerate 
into monotonous description, as has the typical 
freshman course on “Introduction to Busi- 
ness”—a course which could profitably be ex- 
cised from the curriculum of those business 
schools which still offer it. 

In all, I should allow three to five semester 
courses for the functional fields. Experimenta- 
tion should be encouraged, including experi- 
ments in combining the functional fields and 
integrating them with the work in managerial 
economics. 

The business administration core should be 
topped with an integrating case-course in busi- 
ness policy and an intellectually challenging 
course on the legal, political, and social setting 
of business. The function of the latter might be 
served by various history courses. I think that 
the traditional sort of course in business law 
could be dropped. 

Now I come to the field of concentration 
within the business curriculum. The most de- 
sirable policy would probably be to have no 
fields of specialization within the business 





school, but the student might be permitted one 
or two business electives in senior courses or 
seminars where a particular faculty member 
might wish to offer advanced work. 

Before this proposal is drowned in a roar 
of outraged protests, let me offer an alternative 
suggestion that I should find only slightly less 
acceptable. Let the field of concentration be 
limited to a maximum of the equivalent to 
four one-semester courses (12 semester units), 
of which half would be taken in a non-business 
but related field. (1 would permit the account. 
ants to take all twelve units in accounting, but 
I concur with those who argue that, if public 
accounting is to have the professional status it 
claims for itself, it must move to a five-year 
program. ) 

I shall be bold enough to make a few addi- 
tional suggestions regarding the field of 
specialization. First, the number of fields of 
specialization permitted in most schools should 
be reduced substantially. In general, five or six 
fields would cover most needs, to which might 
be added one or two others in which a school’s 
faculty was particularly strong. Second, spe- 
cialization in particular industry fields should, 
with a few exceptions, be discouraged. This 
sort of specialization tends to be merely de- 
scriptive of prevailing practice and lacking in 
analytical content, although I have encountered 
exceptions to this generalization. Third, fields 
of specialization should be developed on an 
integrated basis. The field should be viewed as 
a whole, and the successive courses in the field 
should build up the student’s understanding in 
a logical and cumulative way. The current 


practice is to chop a field into a number of 





relatively small pieces—in the case of market: 


ing, for example, into retailing, 


wholesaling, 
purchasing, advertising, salesmanship, etc.— 
and, with some restrictions, to let the student 
choose a selection from the available pieces. 
Even when the field is completely prescribed, 
there is usually not a logical and cumulative 


development of the subject. 
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Let me end at this point. As a number of 
observers have been led to comment, the field 
of business education is in intellectual ferment. 
Objectives are being re-examined, standards 
are being reappraised, curricula are being re- 
vised, and new teaching methods are being 
tried. The more progressive of the schools and 
departments of business administration are 


taking a new look at their place in the scheme 


of higher education and are trying to assess 
the significance for them of the rapidly chang- 
ing character of American business and of the 
new developments in the underlying disciplines 
on which the practice of business is based. We 
hope that our report will contribute to this 
process of re-examination and perhaps speed 
the changes that need to be made. 





Wise is the businessman who seeks the company of scholars. Wise also is the 


scholar who seeks the company of businessmen, and farsighted the institution of 


higher learning which invites them to visit its academic halls. These two groups, 


the professors and the men from industry, have more in common than they 


know, and each has a great contribution to make to the other. Together they bear 


important responsibility for the preservation of the American way of life. 
l I j I y 


Clarence B. Randall, 


““A Businessman Looks at the Liberal Arts.” 








ALLAN SPROUL 





Economic Power Centers 


and Credit Policy 


An inquiry into the relationships between credit 


policy and the three great centers of economic 


power—government, business, and organized labor 


—uncovers a need for some “hard” decisions. 


As did Caesar in discussing Gaul, a fact you 
may remember if Latin has not been entirely 
pushed out of our secondary school curricula 
by less arduous subjects, I shall view my sub- 
ject in roughly three parts. This I am going to 
do by selecting as the three main power centers 
of contemporary economic life, government, 
corporate business, and organized labor. The 
existence of these power centers I shall try to 
relate to credit policy. 


GOVERNMENTAL CREDIT 
CONTROL 


It is now widely accepted, gladly, grudgingly 
or thoughtlessly, that government has become 
something more than a maker of certain of the 
rules to be followed in our economy, and a 
referee of their application. This applies par- 
ticularly to the federal government, although 
state and local governments also are an im- 
portant part of this power complex. In an 
economy in which something like a third of the 
national product is taken by taxation at various 
levels of government and returned to the com- 


munity in various public services, including 
defense of the realm, this cannot help but be so. 

We may think that the total burden of taxa. 
tion is too heavy; we may object to the way 
the burden is distributed, and we may deplore 
the wastes and inefficiencies of government 
which come to our attention. But so long as 
military preparedness requires so much of our 
substance, and so long as so many of our citi- 
zens, in groups and by localities, demand and 
receive a variety of public services and assist: 
ances, I doubt that the burden will be substan. 
tially and permanently lightened. Nor am | 
sanguine about its better distribution. The 
massive efforts of two Hoover commissions 
have shown how difficult is the road to more 
efficient and less expensive government, when 
government is so big and sprawling as ours has 
become. I am afraid that even the continued 
vigilance of public groups and the courageous 
action of some of the men in government will 
be able to do little more than hold a check-rein 
on the forces which seem to impel us toward a 
swollen public purse. 





MR. SPROUL, the former President of the Federal Reserve Bank of New York, is a member of the 
National Commission on Money and Credit recently created by the Committee for Economic De- 
velopment. “Economic Power Centers and Credit Policy” was delivered before the alumni of the 
University of California School of Business Administration at Berkeley. 
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ECONOMIC POWER CENTERS AND CREDIT POLICY 


We may, however, gain some advantage 
from the situation in which we find ourselves 
by improving the use we make of this tremen- 
dous concentration of economic power in gov- 
ernment. It is a fact we should recognize—no 
matter how great our devotion to private en- 
terprise. We should make conscious use of the 
economic power of government rather than 
have it blindly affect our economic fortunes. 

But let me add quickly that I am speaking 
here not of those direct and specific interven- 
tions in economic affairs, the easy proliferation 
of which I view with distrust, but primarily of 
credit control and the related areas of fiscal 
policy and debt management, and of certain 
other broad areas of government action— 
areas in which a pervasive but largely imper- 
sonal and indirect influence may be exercised. 

It is revealing, I think, that in dealing at the 
government level with the economic recession 
of 1957-58, we seem to have done so much 
improvising as we have gone along. Except for 
credit policy and the so-called automatic sta- 
bilizers which require little or no positive ac- 
tion, we do not appear to have been working 
from plans which, no matter how they might 
have had to be altered to deal with emerging 
conditions, could be made to seem to the public 
amore intelligent whole and thus to command 
ahigher degree of public confidence and sup- 
port. Sporadic bursts of billions of proposed 
expenditure, of uncertain incidence and un- 
known duration in time, do not add up to an 
intelligible program and do expose us to the 
danger of starting things we shouldn’t finish 
when the present recession has passed. Nor did 
blowing hot and cold on a general cut in taxes, 
because of the effect of such a cut on a budget 
already sagging beneath the weight of in- 
creased spending and because of recurring 
hope that the worst of the recession may be 
over, add clarity to our purpose. To a certain 
extent, of course, this is a matter of faulty 
communication between the center of power 
and the community it serves in dealing with 
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difficult and complex matters. And to a certain 
extent it is a result of having an executive of 
one party who often proposes, and a Congress 
controlled by another party which often dis- 
poses. But it also reflects, I think, the difficulty 
we are still having in trying to steer a course 
between the rocks of too much government in 
economic affairs and the shoals of indifferent 
use of powers which government already has 
and which only it can exercise. 

I would like to suggest also, with somewhat 
more assurance than I have felt thus far, that 
our shortcumings in this area stem in part 
from our tendency to place too much of the 
responsibility oi positive compensatory action 
by government on credit policy, as nationally 
administered, in the economic environment of 
today. This is easy to do. The credit authorities 
are partially insulated from partisan political 
pressure and private pressure groups. They 
have a continuing life which contributes to 
their ability to do their job. And they have 
control of an instrument which is relatively 
flexible in application and relatively speedy in 
getting results in the money market which it 
directly affects. But, as the credit authorities 
have often said, credit policy alone cannot do 
the whole job of restraining economic excesses 
in times of high prosperity, within the limits 
set by our professed economic goals, nor can 
it do the whole job of reviving economic vigor 
in times of recession. 

And yet, when inflationary powers are in the 
ascendant, government is apt to act first as if 
the credit authorities were the only policemen 
on the block and later to threaten to take away 
their clubs, if not their stars, if they become 
too assiduous in performing their duties. The 
credit authorities may find themselves so un- 
dercut by a budget inappropriate to the state 
of the economy or by frequent treasury trips 
to market for financing and refinancing the 
government that consistent credit policy is most 
difficult indeed. They may find themselves 
working against the effect of special measures 
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taken by government to stimulate some par- 
ticular segment of industry such as housing, or 
under attack because of what it is alleged they 
are doing to small business, or to the school 
and health and road programs of local govern- 
ments, or to production and employment 
generally. 

Nor is the situation very much better when 
economic excesses and economic mistakes have 
borne their usual fruit: a sinking spell which 
may be something more than a tremor in our 
rate of growth. We then expect the credit au- 
thorities to be prompt and vigorous in action, 
so that neither the cost nor the availability of 
credit will be an obstacle to recovery and so 
that the money supply will be adequate for our 
needs and a little more. At the same time, the 
credit authorities may sadly anticipate that 
the government will come up with a grab-bag 
of special measures, many of which may help 
to get the patient out of bed only to start chas- 
ing the nurse again. And they are conditioned 
by our post-war experience which suggests a 
strong revival of inflationary pressure when 
the economy resumes its upward trend and the 
belief revives among our people that you can 
take more out of the economy in wages, and 
profits, and leisure, and old age security than 
you put into it in terms of increased produc- 
tivity. This sort of thing promotes caution in 
action by the credit authorities when boldness 
may be more appropriate, or delays bold action 
when timing is of the essence. 

Clearly, it seems to me, there is need for bet- 
ter coordination of the economic policies of 
government if the use of its centralized power 
is to be most effective in promoting sustainable 
economic growth and if credit policy is to have 
a full and fair chance of contributing to this 
end. And I understand that there is now a 
group, representing various departments and 
agencies of government with major economic 
responsibilities, which from time to time meets 
informally with the President for this purpose. 
This may be the best we can do. With our form 





of government, the executive branch is not gy. / 


preme in these matters and, as an old central _, 


banker with some experience at Washington, 


I must say that I shudder at the thought of g 
coordinating body with powers to enforce op. 
erating policies. Nor does the Congress acting 
through the Joint Committee on the Economic 
Report, or in other ways, reduce my apprehen. 
sions on this score. We shall have to get along, 


I think, hoping that men of wisdom and judg. 


ment will be able to prevail in informal council, | 


Meanwhile, I should like to give the credit 
authorities some greater assurance than they 
now have that their mandate to try to maintain 
stability of the currency unit is a writ which 
runs coequally with the responsibility, as. 
sumed by the federal government, to promote 
maximum production and employment. In the 


policy statement preceding the action clauses | 


of the Employment Act of 1946, the govern. 


ment committed itself to the promotion of , 


maximum production, employment, and pur. 
chasing power, in a manner calculated to foster 
and promote free competitive enterprise and 
the general welfare. That Act reflected, in part, 
the fears of deflation born in the thirties and 
the majestic error of many of our economists, 
in and out of public service, in forecasting a 
massive rise in unemployment when the tre- 
mendous war-time expenditures of the federal 
government ceased after World War II. 

In the years since 1946, however, we have 


mostly lived in a time when inflation—not de- | 


flation—was the dominant economic problem. 
This experience, too, should be reflected in our 
economic charter. It could properly find its 
place by adding at the end of the policy state. 
ment of the Employment Act a clause which 
would relate the money supply of the nation to 
sustainable economic growth and st. diaity of 
the purchasing power of the dollar. Vague as 
such an expression might seem, it would avoid 
the dangers of a specific prescription which 
would be unlikely to fit each emerging situa- 


tion, and would at the same time give the 


monet 


action 

So} 
ters in 
Perha 


concel 


EFFI 

The 
in lar, 
busin 
our e 
great 
mush’ 
which 
But b: 
conce 
ideas 
who 1 
silly 
exists 
being 
existe 


> an eé 


could 
econc 
owne 
synor 
veilla 

Iti 
has b 
dema 
and ¢ 
it the 
ply a 
porta 
dural 
tardy 
side? 
price 
veal, 
Sugg. 
lator 
allow 


basen 


ot su. / 
ontral 


igton, 
t of a 
€ Op- 
icting 


nomic | 


‘ehen. 
along, 
judg. 


uncil, | 


credit 
1 they 
intain 
which 
V, as 
omote 


In the | 


lauses | 


overn- 


on of , 


d pur. 
foster 
se and 
n part, 
es and 
omists, 
sting a 
he tre- 
federal 


e have 
not de- 
‘oblem. 
in our 
ind its 
y state- 

which 
ation to 
inity of 
gue as 
d avoid 
which 
x situa- 


ive the 


ECONOMIC POWER CENTERS AND CREDIT POLICY 


monetary authorities a balanced guide to 
action. 

So much for the economic power which cen- 
ters in government as it relates to credit policy. 
Perhaps I can deal with business and labor 
concentrations of power even more tersely. 


EFFECT OF BUSINESS AND LABOR 


The economic power center of business lies 
in large corporate business, and I speak of big 
business in no derogatory sense. It is a part of 
our economic development which has helped 
greatly to achieve our economic successes. No 
mushy sentimentality about small business, 
which has its own virtues, can alter that fact. 
But big business has introduced into our affairs 
concentrations of power which demand new 
ideas and new thinking, particularly of those 
who manage great corporate enterprises. It is 
silly to talk of the kind of competition which 
exists between our corporate giants today as 
being the same kind of competition which 
existed between the thousands of little firms of 


. an earlier era, when the actions of one firm 


could not have much effect upon the whole 
economy, or even a whole industry, and when 
ownership and management were either largely 
synonymous or one was under the close sur- 
veillance of the other. 

It must be obvious, it seems to me, that there 
has been a change of scene and climate which 
demands some re-examination of the attitudes 
and actions of corporate management. Why is 
it that large shifts in the relation between sup- 
ply and demand of some commodities, of im- 
portant fabricated products, and of consumer 
durable goods, have tended to find a mixed and 
tardy reflection in prices, at least on the down- 
side? To be sure our indices of aggregate 
prices sometimes conceal as much as they re- 
veal, but even a closer look at price movements 
suggests that we may be creating a price esca- 
lator, alongside a wage escalator, which seldom 
allows the consumer to shop in the bargain 


basement, and then only after his purchasing 
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power has been sapped by increased costs of 
services which often are making no contribu- 
tion to increased productivity. 

Is large corporate enterprise going to con- 
tinue to be able to satisfy a substantial or 
major portion of its need for capital with in- 
ternally generated funds and thus avoid, in 
part, the verdict of the capital market on its 
performance, or was this a temporary post-war 
phenomenon? 

Is management now so remote from owner 
control and close public scrutiny as to heighten 
the likelihood that, when it sits down to bar- 
gain with labor leaders remote from legislative 
restraint, there will be a strong tendency to di- 
vide up the rewards of increased productivity 
within the group, rather than to share them 
with the consumer? Perhaps a species of mu- 
tual accommodation is growing up here which, 
even if forced, makes the two great power cen- 
ters of business and labor more rather than 
less willing parties to increases in wages and 
benefits which outrun increases in productivity 
and which must result in continuous inflation 
if not checked by periods of excessive unem- 
ployment. 

It is this latter question which bears most 
closely on my subject. The so-called cost-push 
inflationary pressures which have developed in 
our economy have tended to frustrate the mone- 
tary authorities, who are supposed to be the 
monitors of the demand-pull type of inflation. 
Despite restriction of the money supply and 
increased cost and lessened availability of 
credit in periods of business exuberance, ris- 
ing charges on business unmatched by in- 
creases in productivity have spread upward 
price pressures throughout the economy. And 
it is largely begging the question, it seems to 
me, to say that these costs can only be vali- 
dated, in terms of effective demand, if the 
monetary authorities permit the money supply 
to expand in line with rising costs. In an econ- 
omy so liberally provided with near money 
government paper as is ours, the monetary au- 
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thorities do not have full and immediate con- 
trol of the money supply. And once these costs 
have become embedded in the economy, and 
given our st ong desire for continuous high 
level production and employment, it is asking 
a great deal of credit policy to expect it peri- 
odically to put the economic machine in sharp 
reverse by imposing a really rigorous credit 
scarcity. This danger, this disease, this design 
for creeping inflation, has to be attacked closer 
to its source and in the specific areas where it 
germinates and starts to grow. 

Nor is the situation too dissimilar when busi- 
ness takes a turn for the worse, when produc- 
tive capacity temporarily overtakes or sur- 
passes effective demand in many lines, when 
loose practices in management and the exces- 
sive demands of labor have inflated costs be- 
yond the extraordinary capacity of the con- 
sumer to accept the short end of the stick, and 
when the dead hand of old debts finally induces 
consumer caution in buying for cash as well 
as for credit. Although a prompt and vigorous 
relaxation of credit restraint in these circum- 
stances can bring interest rates in the money 
market down sharply, can reverse the upward 
trend of yields in the capital market, and can 
restore the liquidity of the banking system, it 
cannot substantially increase the use of credit 
or capital unless consumer demand eats up 
accumulated inventories and, like Oliver Twist, 
asks for more. This is unlikely to happen, or 
will happen less quickly than it should, if the 
wage-price structure rigidly resists adjustment 
or even attempts to hold an upward course in 
important areas, propelled by escalator clauses, 
price supports, or new demands for concessions 
to labor power. 

In short, we seem to be faced with a situation 
in which the growth of power centers in busi- 
ness (only partially restrained by government 
and managed by groups who are often respon- 
sible only symbolically to the owners of busi- 
ness) and the growth of power centers in labor 


(fostered by government and often responsible 





to no one you can put your finger on) has cre. 
ated rigidities in the economic system which 


may greatly reduce and limit the effectiveness | 


of credit policy as a moderator of business fluc. 


tuations and as guardian of the purchasing | 


power of the dollar. 


NEEDED: INQUIRY AND DECISION 


If credit policy is to have a reasonable 
chance of responding to the hopes we lavish 
on it from time to time—hopes that it will be 


able to do its job of fostering sustainable eco. 


nomic growth while preserving the purchasing | 


power of the dollars we earn and the dollars 
we save, we shall have to do more than study 
and improve our financial institutions and 
practices. We shall also have to re-examine and 
change where necessary the exercise of power 
at the centers of government, of business, and 
of labor. 

We shall have to overcome our inherited op- 
position to the intervention of government in 
economic affairs, while trying to see to it that 
the margins of intervention are not succes. 
sively widened and that the fact of interven. 
tion is not disruptive of economic balance. We 
shall need navigators as well as captains of in- 
dustry, who will take a new look at the stars 
and try to plot a course which is determined 
by the present-day facts of business life and 
not by maps drawn a half century ago. We 
shall need legislation which places more re- 
straint on the power of monopolistic labor 
unions to dominate our economy, and we shall 
need labor leaders who are habituated to such 
power as is rightfully theirs and who will wear 
the mantle of their influence with less arro- 
gance and more concern for both the economic 
welfare of their constituents and the economic 
health of the whole community. 

I have been one of those who have for some 
time advocated a full-dress study of our finan- 
cial machinery and practices to see how they 
are serving our present-day needs. This clamor 
has resulted in the assumption by the Commit- 
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ECONOMIC POWER CENTERS AND CREDIT POLICY 


tee for Economic Development of the responsi- ° 


bility for setting up an independent monetary 
commissjon, an action which presumably has 
the passive approval of a government which 
refused to set up such a commission itself. I 
hope that such a commission, free of partisan 
pressure and private bias, can make a useful 
contribution to our knowledge of the working 
of a money economy and point the way to pos- 
sible improvements, alterations and adapta- 
tions in our credit machinery. Such changes 
may require legislative action or private sanc- 
tion. 

I have convinced myself, however, and I 
have been trying to persuade you that a mone- 
tary commission, or anyone seriously inter- 
eted in the problems of production, employ- 
ment, economic growth, and stability of the 
purchasing power of the dollar, will have to 
look not only at our financial institutions and 
practices, but also at our economic power cen- 
ters, which so greatly condition the force and 
elect of credit policy. If we are going to con- 
tinue to rely on the monetary authorities to 


foster our pursuit of happiness, we cannot ig- 
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nore the changing characteristics of the eco- 
nomic environment in which credit policy 
seeks to perform its minor miracles. 

Such inquiries are likely to confront us with 
the need for hard decisions. There is nothing 
bad about that. Failing to make hard decisions, 
when the times require them, is the rock on 
which nations, and companies, and labor or- 
ganizations, and individuals, can be wrecked. 
There is a hard kernel of truth in the views of 
Robert Frost, a poet—not an economist nor a 
business man nor a labor leader nor a politi- 
cian—and therefore pretty free to express him- 
self. He is against everything and everybody 
that wants people to rely on someone else. He is 
against the United Nations. He is against the 
welfare state. He is against conformity and easy 
slogans. He hasn’t seen a President he liked 
since Grover Cleveland. He holds that the way 
of nature is to confront man with the need for 
hard decisions. 

“Nature within her inmost self 
decides 
to trouble men with having to 
take sides.” 
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Experience is simply the name we give our mistakes. 


Oscar Wilde 








MICHAEL J. KAMI 





Electronic Data Processing: 


Promise and Problems 


The topic of “Electronic Data Processing: 
Promise and Problems” certainly covers a lot 
of ground, and it is appropriate first to define 
and limit the scope of this paper. If we are to 
use electronic systems to their full potential in 
the years ahead, we must begin to think now 
about the future. I shall, therefore, discuss data 
processing prospects and problems in the 
1968-1973 era. I shall exclude all scientific ap- 
plications dealing with solutions of engineer- 
ing, research and data reduction problems. | 
shall also refrain from discussing any “auto- 
mation” applications whereby digital comput- 
ers may control physical processes, whether in 
continuous-process industries, assembly, or 
job-shop type manufacturing. Important as sci- 
entific and technological problems are to elec- 
tronic data processing, my concern here is with 
the commercial and business applications in 
1968-1973. 

It may seem that ten years is a long way 
ahead and that such speculations may be of a 
more academic than practical nature. It may 
also seem that many predictions dealing with 
problems and situations ten to fifteen years 


ahead are science fiction. This may well be so, 


Electronic “brain power” can substanti- 
ally simplify business operations—IF 
research in management can catch up to 


the double-time march of technology. 


except that more often than not science fiction 
becomes, sooner or later, a practical reality. 
To pursue this point a little further, let us 
take a look at the year 1947, which most of us 
should still remember. Consider how many 
things that appeared fantastic, impractical, or 
even impossible in 1947 are commonplace to- 
day. Television was in its infancy in 1947; yet 
to date American families have bought over 50 
million sets. Color television was certainly sci- 
ence fiction. Frozen foods and freezers were 
practically non-existent; yet we have today 
over 9 million home freezers and a large va- 
riety of frozen foods. Air travel was done 
mostly on two-engine planes and short-haul 
routes; toll highways and superhighways were 
just being planned; the first supermarkets 
were being built; split-level homes were vir- 
tually unknown. Look back at 1947 and think 
of your attitude towards hi-fi sets, synthetic 
fibers, peaceful uses of atomic energy, heart 
surgery and polio vaccine, and power features 
on family cars. Of course we all have 20-20 
hindsight, but how many of us really did fore- 
see so fast a rate of change and innovation in 


the last ten years? 





MR. KAMI is Director of Product Planning on the Corporate Staff of the International Business 


Machines Corporation in New York. 
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ELECTRONIC DATA PROCESSING: PROMISE AND PROBLEMS 


Let us now look forward to the year 1968 
and first make a necessary assumption that the 
next decade is not going to bring with it a 
global war. By that time, the U. S. population 
should have passed the 200 million mark. Our 
economy will need to produce goods and serv- 
ices worth well above the 600 billion dollar 
figure. This rise in our gross national product 
will require increased industrial productivity 
and greater efficiency in business management. 
The social demands of the increased population 
will translate themselves, on one hand, into a 
higher standard of living through purchases of 
goods and services and, on the other hand, into 
demands for more leisure time, fewer working 
hours, and increased workers’ benefits. It is 
also interesting to note that the U. S. Depart- 
ment of Labor foresees considerable change in 
the composition of major occupational groups. 
Our professional and technical population will 
increase by 40%; our managerial population 
by 25°7; our skilled and semi-skilled working 
force by 25%; there will be a considerable net 
decrease among our laborers, unskilled work- 
ers, farmers, and farm workers. The entire 
trend of our society will be towards a general 
upgrading of skills and living conditions. (In- 
cidentally, we will be facing serious difficulties 
in our educational system where the potential 
enrollment in our colleges will have passed the 
five million mark, and we may well wonder 
about the availability of instructors, teachers, 
and professors to take care of this influx into 
our colleges. ) 

While all these forecasts may seem to you 
quite optimistic, I do believe that this opti- 
mism is justified when we start to analyze the 
rate of our technological progress. If you will 
the 


consider various 


technological break- 
throughs that have occurred in the past, you 


will find, I think, that the rate of “knowledge 


obsolescence” increases exponentially rather 


than linearly; in other words, technology is 


changing at an ever increasing pace. You will 


further find that technological progress is a 
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step function in which at various times break- 
throughs suddenly occur, at shorter and shorter 
intervals, to upgrade drastically our techno- 
logical knowledge and know-how. This know- 
how then gets translated into new or improved 
consumer and industrial products. Thus, tech- 
nological progress can often be revolutionary 
in nature. 

But the ability of our society to adapt itself 
to these successive revolutionary _ break- 
throughs is not revolutionary but evolutionary 
in nature. The platitude about the unwilling- 
ness of people to change is more than just an- 
other commonplace; it is true. Adaptation to 
technological change has to be gradual because 
of the tremendous momentum of established 
practices, existing modes of operation, produc- 
tion, plant facilities, and distribution systems. 

After this somewhat lengthy introduction to 
set the stage, let us now dive into the subject at 
hand, namely, commercial and business data 
processing in 1968. 


THE PROMISE 


The prospects for technological progress and 
breakthroughs in this field are very bright, and 
I have full confidence that there is going to be 
a tremendous hardware progress in computer 
systems and all the peripheral equipment vi- 
tally essential to efficient computer utilization. 
In the same manner in which we may now look 
back at 1947 and realize the embryonic state 
of computer technology and components at that 
time, we may well, in 1968, take a look back at 
1958 and see with amazement the progress that 
will have been accomplished. 

Having this full confidence in all technologi- 
cal progress, I shall assume that in the 1968- 
1973 era we shall have vast, reliable, and eco- 
nomical means of communications through a 
network of digital transmission facilities link- 
ing cities, companies, and data processing cen- 
ters. It is easy to predict that computers will 
have internal speeds and memories capable of 
storing, in machine-readable and accessible 
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form, all of the transactions of a business and 
that these memories will have the necessary de- 
gree of reliability to give company executives 
complete peace of mind about storing all the 
essential historical data of their businesses in 
an “invisible” electronic form. I am fully con- 
fident that there will be great improvement in 
the ease of service and of maintenance of the 
computer during its around-the-clock opera- 
tion. During the next decade, we will see an 
accelerated pace of breakthroughs in electronic 
components, in their reliability, and in the 
manufacturing technology for their economical 
mass-production. 

These statements are not just guesses; one 
need only look back at 1947 and think of the 
status of magnetic tapes, magnetic disks, semi- 
conductors, and solid state components, and of 
the internal operating speeds of the 1947 com- 
puters to be convinced that the next decade 
will see tremendous progress in computer tech- 
nology. 

Having thus disposed rather lightly, but, be- 
lieve me, not irrationally, of the technological 
problem, let us take a look at the data process- 
ing systems of the 1970 era. The “science fic- 
tion” picture is quite clear and is being de- 
scribed in an increasing number of popular and 
semitechnical articles and professional publi- 
cations and referred to in various chapters of 
the fast-growing library of data processing 
books. Let me just summarize this picture. 

The data processing system of the long range 
future will be an operating system, serving di- 
rectly the many operating functions of the busi- 
ness. Accounting and bookkeeping will have 
become automatic by-products, summary anal- 
yses of the mechanized and machine readable 
handling of all of the transactions of the 
company. 

The memories and processing units will be 
the heart of a complex network of communica- 
tions where various departments of the com- 
pany will remotely enter a record of their trans- 


actions and, in turn, request replies, quota- 


tions, schedules, avaiiability, as well as indica. 
tions of possible difficulties, conflicts, or excep- 
tions. The entry of a transaction, such as a 
customer's order for instance, will create an 
automatic chain reaction through sales, credit, 
engineering, production scheduling, personnel, 
raw materials, stock rooms, purchasing, manu. 
facturing, shipping and billing, to name just a 
few of the departments affected. These inter. 
actions will not all be simultaneous, but will be 
geared to become effective in the optimum time 
sequence to permit a smooth, efficient, and eco. 
nomical flow of internal operations from the 
initial receipt of the order to the timed ship. 
ment of goods. 

This kind of integration will not merely and 
partially automate repetitive document prepa- 
ration, but should result in a drastic reduction 
in the flow and amount of internal paperwork 
generated by a company. As a by-product of 
the recording of all the transactions of the 
business in a machineable form, the firm’s 
management will be automatically alerted on 
an exception basis to any deviations from pre- 
established norms and objectives. Management 
will also be able to test the validity and prob- 
able effect of any proposed policy modification 
or new policies on the computer simulated “fast 
time” model of company operations. Alterna- 
tive decisions will thus be weighed, compared, 
and scientifically measured, and the best one 


selected for implementation. 


THE PROBLEMS 


Isn’t it a beautiful and challenging picture? 
There is only one thing wrong with it. It is 
science fiction, science fiction blended with 
platitudes and sprinkled with hope. You may 
now say that I am contradicting myself, be- 
cause at the beginning of this paper I cited 
examples of tremendous progress during the 
past decade and expressed unequivocal opti- 
mism about a still faster rate of progress dur- 


ing the next ten years. I stated that we seldom 


have the same deerce of foresight as hindsight 
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ELECTRONIC DATA PROCESSING: PROMISE AND PROBLEMS 


and that more often than not science fiction 
becomes a reality sooner than we expect. 

But I also said that while technological prog- 
ress itself can be revolutionary and make all 
these possible, methodological progress is by 
its very nature evolutionary. We cannot expect 
to achieve the rosy picture of the integrated 
data processing applications, the “fast time” 
business simulation, “optimum” production 
scheduling and automatic “decision making” 
functions by an explosive and revolutionary 
breakthrough. It is going to take a long, evolu- 
tionary process, involving hard and persistent 
work on the part of all of us, before we shall 
be able to use computers for all the tasks they 
are technically capable of performing. 

Thus, I come to the major point I wish to 
make: that methodology—our ability to use 
computers—is lagging behind technology. 

It is becoming quite evident that progress 
in the so-called “management science” is lag- 
ging considerably behind achievements in the 
more precise sciences such as mathematics, 
physics, chemistry, and electronics. We have 
to face the fact that the increasingly rapid 
progress in data processing equipment and 
computer technology is not being fully ex- 
ploited by business and industry because of 
present limitations in our knowledge of the 
science, as opposed to the art, of business. 
Every business uses the physical sciences in its 


roduct design and research and many can 
iy : 


| proudly show beautifully equipped laboratories 


_ where advanced analytical work is being con- 
icture? | 


ducted. But how many businesses can boast of 


_ similar objectivity and research in better meth- 
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I cited 
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indsight 





ods for determining product mix, for market 
forecasting, for investment policies, for pro- 
duction scheduling, or for evaluating the effects 
of centralization or decentralization on the 
long-range operations of the company? 

The electronic computers of today and the 
till more advanced machines of tomorrow are 
tools—excellent tools, and in many ‘cases the 


only tools—but still just tools, for achieving 
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and advancing the “scientific” management 
and operation of business. Unless we all set our 
sights high enough for concentrated and in- 
creased effort in business research, paralleling 
technological research, the business world will 
fail to exploit fully the available potential of 
these tools. 

In order to change the 1968 “science fiction” 
picture into a practical, economical, and opera- 
tional reality, we all must engage during the 
next decade in an accelerated program of re- 
search and development to speed the develop- 
ment of scientific management principles and . 
quantitative “laws” of business operations. 

As we progress, gradual changes and im- 
provements necessary to the exploitation of 
computer potential will become apparent. 
Among them will be certain changes in com- 
pany structure and in methods studies: 


® Methods studies of over-all company opera- 
tions and objectives, as a whole, rather than 
of individual applications or departments, 
will become far more common. 

® Methods departments will not only be up- 
graded and organized on a higher manage- 
ment level, but will also be given authority 
as well as responsibility for performance. 

® Part of their work will be devoted to long 
range plans and operational changes, rather 
than merely to immediate and pressing fire- 
alarm situations. 

® Department structures will be reorganized 
according to operating functions and the 
most direct information flow. This may ne- 
cessitate consolidation of departments pre- 
viously reporting to separate managements. 

® Procedures will be more formalized and 
spelled out in greater detail; exceptions will 
be particularly well-defined in strict and 
quantitative terms. 

® Personnel will be trained gradually to accept 
the principle of pooling and sharing com- 
mon data and file information, whether 
mechanized or not, until the concept of “‘in- 





| 


| 
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dividual” and “separate” departmental rec- 
ords becomes a legend of the past. 

® Accounting, bookkeeping, and record-keep- 
ing departments will become more under- 
standing of operating departments and more 
closely integrated with them, so that common 
raw data can be processed to serve both op- 
erating and accounting purposes. 


These changes in organizational and meth- 
ods studies are, of course, in progress today in 
various degrees of sophistication and emphasis. 

These efforts alone, however, will not close 
the gap between computer technology and 
methodology; we must also develop an increas- 
ing sense of urgency towards business research 
in order to catch up with technological re- 
search. 

Among the objectives business research must 
accomplish before management can catch up 
with technology are these: 


Theory of business organization and deter- 
mination of best channels of information 


flow. 


Definition of management levels and report- 
ing procedures geared to the needs of each 
management level. The important issue is 
not how much to report, but the minimum 
amount of detail required at each level for 
efficient operations. 


Analysis of “management by exception” for 
the formulation of rules of (a) what consti- 
tutes exceptions; (b) to whom exceptions 
should be reported; and (c) how often they 
should be reported. It is difficult to determine 
the “sensitivity of a system,” that is, the 
optimum time lag between the occurrence of 
an exception or disturbance and the report- 
ing of the exception to the individual or de- 


partment responsible for corrective action. 


Creation of a model of company operations 
by computer simulation. All the main trans- 


action flows within a company should be in- 


corporated in the model for effective analy- 





sis of disturbances and exceptions, their 
effect on the company operations, and al. 
ternatives for remedial action. 


Invention of a “business language,” so that 
we are able to use a quantitative and quali. 
tative description of business transactions 
and information flow. Such symbolism 
should effect unequivocal understanding, as 
do the symbols used in the mathematical 
sciences. Without such a set of universal 
symbols, it is doubtful that we can create 
complete models of company operations, 

Such a codification would also have a pro. 
found effect on programming ease and the 
over-all cost of programming. Let’s not for. 
get that all programming schemes, even the 
most “automatic” ones, must start with a 
clear and concise statement of the functions 
to be performed and a description of the 
transaction. 

I am strongly recommending an acceler- 
ated effort towards a common language rep- 
resentation of business operations as an 
important factor in reducing the cost of 
methods studies and a real help in any pro- 


gramming effort. 


In my “science fiction” presentation of 
future data processing applications and func- 
tions, | used on purpose the terms “automatic 
decision-making” and “optimum decision se- 
lection.” Let’s examine briefly some of the 
problems of mechanized decision-making, and 
adopt an arbitrary distinction between, one, 
decision-making processes on lower manage 
ment levels (repetitive, routine decisions oc- 
curring as a normal part of internal business 
operations, affecting directly a small part of 
the business) and, two, decision-making proc: 
esses on upper management levels ( periodic, 
non-routine, policy decisions, affecting many 
departments and operations of the company). 


The first of these, the most common repeti- , 


tive and routine decision-making processes 
needed for the day-to-day operation of a busi- 
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ness, are relatively simple from the computer 
point of view. The most frequent of these are 
“special action” decisions prompted by devia- 
tion from quantitative limits. For example, the 
computer can “decide” that a requisition or 
purchase order should be prepared when it 
notes that inventories of individual parts have 
dropped below minimum levels; it will flag 
production or sales that a change in plans is 
necessary when inaximum inventory levels are 
reached; %<¢ will signal that a new credit author- 
ization is needed when maximum credit allow- 
ance is exceeded, and automatically approve 
credit status within the established bounds; it 
will originate automatic follow-up notices 
when the maximum time delay allowed for 
non-payment of bills or installments is ex- 
ceeded; it will alert management to the prob- 
able non-profitability of stocking items on 
which the level of activity has fallen. 

These are only a few examples of simple de- 
cision processes in the normal operation of a 
business that are easily feasible on computers. 
Most of these follow the pattern of comparing 
the status of data with a pre-established norm 
or a minimum-maximum level. 

But how are these norms and limits estab- 
lished? In the years to come we must find bet- 
ter scientific means for setting these parame- 
ters correctly, for they all have an important 
cumulative impact on the company’s opera- 
tions and its profit and loss statement. The 
entire concept of feedback and “management 
by exception” hinges on the correct quantita- 
tive determination of what does constitute an 
exception and what is the degree of deviation 
from a norm beyond which a special action 
must be instituted. 

As we progress in our knowledge of “man- 
agement science,” we will be able, I hope, to 
find mathematical, statistical and analytical 
techniques to establish better protective stock 
levels, economic re-order quantities, best in- 
dividual inventory positions, profitability of 
individual customer orders, production sched- 


ules, machine loading, shipping and distribu- 
tion patterns, sales quotas, market forecasts, 
advertising budgets and so on. When we do, 
then the computer will serve four functions: 
first, to process daily transactions of the busi- 
ness, helping in normal operations and flag- 
ging whenever exceptions occur; second, to 
accumulate, as a by-product of its routine 
functions, in a machine-readable form, raw 
data for future analysis and summary; third, 
to use the raw, yet machineable, data for peri- 
odic analysis to determine whether the criteria 
introduced for decision-making in the routine 
operations of the computer are still valid or 
whether changes are required; and fourth, to 
use the same raw, but machineable, data for 
selecting among the non-routine policy deci- 
sion alternatives. 

I repeat, however, that the third and fourth 
functions, the making of upper management 
decisions, are still far from accomplishment, 
not because of the technological inadequacies 
of the computer but because of our still rudi- 
mentary knowledge of how to translate busi- 
ness conditions into quantitative and computa- 
tional terms. 

It is promising, however, that at least we 
know how important it is to have the detail 
data, the raw data in machine-readable form. 
Whatever the future analytical techniques and 
sophisticated methods may be, this basic need 
will always be the same. Thus, it would be 
foolish to say that the all-important use of com- 
puters will be in the so-called “top level opera- 
tions research” type of computations. It is only 
by extension of present data processing mecha- 
nization through the lower levels of your busi- 
ness that you will be able to collect, as a by- 
product, and thus to afford, the machine- 
readable information necessary for the more 
sophisticated and higher payoff analyses. 


TO CLOSE THE GAP 


To summarize, the trend in the application 
of data processing machines is and will be 
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from single applications to the integration of 
many functions within a company, absorbing 
more and more routine decision-making. The 
rules for these decision-making techniques will 
also be arrived at through computer analysis. 
Ultimately, the many facts compiled daily as 
by-products of integrated operations will per- 
mit computer analysis of the over-all manage- 
ment picture in policy decisions. 

As we go up the ladder of complexity, how- 
ever, we find far more shortcomings and un- 
knowns in the theory and art of business than 
in the electronic equipment itself. As we con- 
sider decisions involving more and more vari- 
ables and more and more intangibles, we find 
that knowledge of management science is im- 
perfectly developed. Operations research on 
these problems has barely begun. 

Should progress continue at the present rate, 
computer technology will vastly surpass busi- 
ness science. We are approaching an enigmatic 
era wherein the machines will be more capable 
and sophisticated than are the demands being 
placed upon them. 

The task of business research and the neces- 
sary advances in quantitative management sci- 


ence cannot be accomplished by the manufac- 





turers of electronic data processing equipment 
alone. This is a joint responsibility for our 
universities, research foundations, and, above 
all, American business and industry itself. Col. 
leges should intensify and modify their busi- 
ness administration curricula to include mathe. 
matics, statistics, probability, and computer 
usage as some of the most important factors of 
the young graduate’s education. 

Research projects should be started in busi- 
ness language, decision-making analysis, and 
integrated data flow. Turning to scientific 
analysis and computation to a greater degree 
than ever before, individual companies should 
intensify their methods and operations studies, 
They may also agree to act as case-study proto- 
types for academic research. 

I firmly believe that we must and that we 
will achieve, through intensive business re- 
search, a degree of progress in management 
science similar to that achieved in computer 
development. A universal recognition that we 
are lagging in our methodology to the point of 
not being able to use fully our technological 
potential should spur us to action. If the im- 
petus is dynamic enough, the 1968 “science 
fiction” may well turn into a practical reality. 





If we imagine the whole of earth’s history compressed into a single year, then, 
on this scale, the first eight months would be completely without life. The fol- 
lowing two months would be devoted to the most primitive of creatures, ranging 
from viruses and single-celled bacteria to jellyfish, while mammals would not have 


appeared until the second week in December. Man, as we know him, would have 
strutted onto the stage at about 11:45 p.m. on December 31. The age of written 
history would have occupied little more than the last 60 seconds on the clock. 


Richard Carrington, A Guide to Earth Yistory. 
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EDWARD TELLER 


Industrial Revolution, 1650-2250 


An adventurous nuclear physicist explores the future 


with the past three centuries of accelerating scientific 
progress as his guide—and discovers some new chal- 


lenges for long-range business planning. 


I should like to embark on the somewhat 
hazardous task of predicting the future. Of 
course, | am quite sure that most of the things 
I am going to tell you about the future are 
wrong, but I will be in good company among 
the false prophets. I will start with the past so 
as to have some firm basis from which to ex- 
trapolate. But in doing so | will get into even 
greater difficulties than I will in predicting, 
because when you predict the future, although 
you are mostly saying wrong things, nobody 
can prove it; but unfortunately many people 
will notice with certainty the mistakes that I 
surely cannot avoid when talking about the 
past. 

I would like to discuss the very dynamic and 
vital process, the industrial revolution, in a 
very broad sense, and I try to give myself a 
little bit of latitude in going back three hun- 
dred years and forward the same distance in 
time. You may wonder how I have arrived at 
the precise dates, 1650 to 2250. I could have 
taken as a significant starting date the dis- 
covery of America, or the discovery of the 
steam engine. The date of each of these dis- 
coveries is in dispute. For instance one might 


say that America was discovered by the first 


human beings, according to carbon-14 dating 
methods, 10,000 years ago. 

The starting point of the industrial revolu- 
tion can be based on our somewhat deficient 
but nevertheless existing knowledge of the 
curve of human population. It is only a guess 
that 10,000 years before Christ the human 
population on this planet was somewhere in 
the neighborhood of 100,000 souls. This popu- 
lation had grown to a few million at the time 
of the pyramids. It exceeded a hundred million 
at the time of the Roman Empire (this was the 
population of the whole world and not just that 
of the Roman Empire). During all this time 
there were periods of faster growth and periods 
of stagnation and even recession; but on the 
whole if one puts together the data one notices 
that the population had been doubling approxi- 
mately once every thousand years. 

This had gone on until roughly 1650, and 
roughly at that time something happened. 
From that time on until today the population 
has increased in an explosive fashion—a little 
less than 500 million people in 1650, 700 mil- 
lion people a hundred years later, almost twice 
that number in the middle of the 19th century, 
and twice as many again at present. The pres- 
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ent population of two and a half billion is 
growing at greater rate than ever. But star- 
tling as the growth of population in each of 
these centuries is, the explosive increase in 
knowledge and technology is even more re- 
markable; for in each century since 1650 we 
have acquired more knowledge and pushed 
technology further than in all the previous 
centuries put together. 

I would like to look at the world of 1650 
first. Europe was just emerging from one of the 
most dreadful wars, the Thirty Years’ War, 


which had killed more than half of the popula- 





tion of central Europe—not so much by the 
fighting itself, but by epidemics which followed 
the path of armies. In England the head of a 
king was chopped off; in France a magnificent 
monarch started a rule in his childhood which 
was to last for 80 years. In other parts of the 
world, in India and in China for example, no 
less great and impressive empires were flour- 
ishing or getting underway: the empires of the 
great Moguls in India and of the Manchu dy- 
nasty in China. 

Had there been any real sign of the coming 
explosion in population, in knowledge, in tech- 
nology, that was to take place in the western 
world? There had been signs, without any 
doubt. The world had been explored. The west- 
ern navigators did not only know that the 
world was round, but had been in most corners 
of it. They had attached the new continent of 
America to western civilization. 

Another sign was the invention of printing. 
Of course, the Chinese had practiced it at much 
earlier times, but we coupled printing with an 
alphabet which could be more easily adapted 
to common use and more easily learned. 

In science itself there had been a new period 
of critical thinking and of careful looking. It 


was noticed that the universe was not just a 
firm and flat and small piece of earth with 
outlying districts of darkness around it. By 
1650 we had a reasonably clear idea of the 
solar system. Not that this was new—the 


Greeks had heard about it from one of their 
astronomers, Aristarchos of Samos. But the 
highbrows of those days did not believe Aris. 
tarchos and so the knowledge had been lost 
again. Galileo’s work, however, was the begin. 
ning of a really new idea. We started to have 
a clear conception of how bodies move because 
Galileo took a more critical, simple, and daring 
approach than anyone before him. 

In the next hundred years, from 1650 to 
1750, a very great deal happened. This century 
at least doubled all knowledge which had gone 
before, as it doubled our population. If I may 
start with my proper field, physics, there is of 
course the work of Newton with its important 
insight: that the laws of the world here on earth 
and the laws of the world in the heavens are the 
same; that the way in which an apple falls and 
the manner in which a planet moves both be- 
long to the same general and understandable 
scheme of nature. We are so accustomed to 
such a universal law hat we are apt to forget 
how very recent this idea is and that there used 
to be in the minds of people a great distinction 
between what is here on earth and what is up 
there in the heavens. At the same time New- 
ton’s discoveries made it possible to exploit the 
newly understood science of mechanics by con- 
structing machines that can do useful work. 
This possibility, however, was to remain dor- 
mant for a century. 

In our knowledge of the living world, there 
was progress also. The microscope (discovered 
before 1650) was turned onto a great variety of 
small objects. Leeuwenhoek saw with amaze- 
ment the unsuspected structures of living bod- 
ies and the busy populations of tiny beings 
that could be found in a drop of water. Toward 
the end of this period Linnaeus started care- 
fully to classify the animal and vegetable king- 
doms in a systematic fashion. For the first time 
in history people began to classify disease itself 
and correspondingly to select the appropriate 
kind of treatment for the various kinds of 
afflictions. 
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It is not general’y realized that in technology 
itself an important change occurred in the 
period 1650-1750: the British Isles ran out of 
firewood. People started to use a substance 
which they considered a poor substitute: coal. 
They soon found that in the higher tempera- 
tures that can be reached by coal fires, iron 
can be treated more easily. As a consequence, 
iron and steel, which had been very expensive 
materials, began to compete with bronze. This 
was the real beginning of the Iron Age. Now 
for the first time iron was cheap enough to 
make it available in peaceful economy as well 
as in war. The road was open both in science 
and in the availability of a cheap metal for the 
industrial revolution (in the narrow sense) 
which was to occur in the next century. 

We start the discussion of the following cen- 
tury, 1750 to 1850, also with a look at science. 
There is first of all the big discovery of a new 
science: chemistry. The confusion called al- 
chemy had preceded it. At last we were begin- 
ning to have a systematic notion of the proper- 
ties of matter. In the same century we started 
to understand the nature of light, electricity, 
and magnetism, and at the end of that century 
was the first measurement of the distance of a 
fixed star. It was little more than a hundred 
years ago that Bessel in Germany found that 
light takes a few years to come from one of the 
closer fixed stars to us. Before that time the 
solar system appeared to be surrounded by 
stars that shone from a distance that was be- 
yond our range of measurement and may have 
seemed beyond our power of imagination. 

In the same century the cellular structure of 
all living beings was discovered. Instead of a 
mere classification of the animal and vegetable 
kingdoms people started to worry about corre- 
lations and kinships. Paleontology, the history 
of life, was established mostly by the brilliant 
work of Cuvier. Lamarck had some correct 
ideas about evolution, without a complete 
proof. Just after the end of that century, Dar- 


win replaced our picture of a living world re- 
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volving around man by an idea more modest 
and yet more magnificent. 

Medical science advanced along with biol- 
ogy. Progress was made in the fight against 
epidemics by the first sensible measures of 
hygiene. Thus city living became safer. 
Crowded humanity was no longer completely 
helpless under the scourge of pestilence. 

Finally this was the century of which most 
of us think when we talk about the “Industrial 
Revolution.” Machines began to take over the 
burden of human and animal muscles. This was 
made possible by the steam engine. Moderately 
rapid transportation and communication be- 
came possible. The face of the earth changed 
rapidly and a part of it became more like our 
present world. 

Also in this period, the various portions of 
our planet started to interact, sometimes by the 
processes of trade and colonization, sometimes 
through the cruel experience of war. The cen- 
tury was literally filled with wars—the Seven 
Years’ War, the fighting on the North Ameri- 
can continent, and the disasters of the 
Napoleonic victories and defeats. 

When I talk about the next century, from 
1850 to 1950, I am beginning to talk about our 
own age and now so much material springs to 
my mind that I will necessarily have to limit 
myself to the most important topics. As in pre- 
vious hundred-year periods, I feel sure that the 
process of learning and development has gone 
on in a greatly accelerated way so that each of 
these hundred-year periods has accomplished 
more than all previous times put together. 

In the physical sciences we have understood 
something which I can summarize in an ex- 
ceedingly few words, but whose importance 
you perhaps may underestimate if I state it so 
briefly. We have understood—and completely 
understood—the structure of matter. We could 
in principle calculate, and we can in many cases 
explicitly calculate, why each piece of matter 
behaves just as it does. In other words, we 
have brought about a very thorough integra- 
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tion of physics and chemistry. And yet chemis- 
try is not a completed and dead science. 

The molecules have a way of growing on and 
on, becoming ever more complicated. In a way 
which is strange and not understood they can 
become as complicated as ourselves. And phys- 
ics, on the other hand, is by no means dead 
because it managed after the junction with 
chemistry to branch off and look into smaller 
regions still: into the atomic nucleus and into 
high-energy particles. 

Apart from having understood the matter 
under our hands, having understood the really 
microscopic world, we have also gone into the 
opposite direction and we have gone on from 
the knowledge of the distance of the next fixed 
star to a knowledge which seems to include an 
incredibly rich universe. Our sun is one star 
in many billions, making up a spiral nebula, 
a spiral array of stars in the Milky Way system. 
Furthermore this Milky Way system is one of 
billions, literally billions, of further Milky Way 
systems. And the end is not yet explored by 
our telescopes. The proper way, the proper sci- 
ence with which to move in these big dimen- 
sions is the theory of relativity. From the in- 
vestigation of the universe and from the theory 
of relativity, we begin to get information about 
the really distant past: not what I should call 
the beginning of the world, but at least a time 
when we know for certain that not only the 
solar system, not only our Milky Way system, 
but the collection of all the Milky Way systems 
together must have looked very different from 
what they look like now. This seems to have 
occurred some 7 billion years ago. 

We turn from here to the more intimately 
important life sciences. The past century was a 
time when we finally understood the laws of 
inheritance. The germ theory of infectious dis- 
eases was developed. With the help of modern 
drugs and antibiotics, we could proceed to pre- 
vent or cure most of these diseases. The art of 
surgery advanced so that a person could be 
cut up and thereby greatly benefited. I say 


that very gratefully: I have Leen cut up several 
times and always came out the better for it. 

The inventions of technology were as fan. 
tastic as the discoveries of science. We know 
how to fly; we unfortunately know how to 
drive; we have telephones and television, and 
other gadgets of electronics which bring the 
continents into closer contact than existed in 
1850 within a single country. 

With such an acceleration in the process of 
development, where do we go from here? Well, 
talking about the future I will have to say less 
and less about science and more and more 
about applications, because of all the unpre- 
dictable things, science is the most unpredicta- 
ble. After all, the business of a scientist is to 
find things that nobody has even thought about 
before; so how can one even attempt to predict 
what he will think of next? Well, I will try to 
do so anyhow. 

Maybe in physics within the next hundred 
years we will begin to make order among these 
new so-called elementary particles which are 
neither elementary nor particles and which 
begin to be today almost as numerous as the 
atoms in the periodic system of elements. Per- 
haps we will find out more about the universe 
at large. We are beginning to pay more atten- 
tion not only to light obtained from stars, but 
to radio signals; we hear radar noises and 
with the help of these it seems that we can see 
into greater distances populat 1 by galaxies. 

Furthermore if we succeed, and we shall 
succeed, in getting to the moon we might erect 
an observatory there. We shall no longer look 
out at the universe just in a few wave lengths 
in the visible light and in the radar region from 
the bottom of our murky atmosphere; we will 
be able to look at the universe in all wave 
lengths, from radio waves to x-rays. We might 
get a better idea how this enormous and mirac- 
ulous thing started which we call the universe. 

Recently we have embarked on a very active 
development of computing equipment. On the 


University of California’s Berkeley campus, a 
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very unglamorously named 701 IBM machine 
has been installed. This is one of the slow-pokes 
among the new machines, being able to per- 
form no more than some 10,000 multiplications 
in asecond. Better machines will soon be avail- 
able first in UCLA and then in Berkeley. These 
machines imitate many functions of the brain 
in a remarkable fashion. We can use them to 
relieve ourselves from mental drudgery and 
we shall be able to exploit our theoretical 
knowledge of matter by making elaborate cal- 
cualtions. We shall acquire in this way much 
more complete control of the materials which 
we use in building our industrial world. 

Having understood as much as we did about 
the nature of matter, our interest will be drawn 
irresistibly toward the ever more complex com- 
binations of atoms which are the parts of living 
bodies. In fact, I have a most spooky feeling. 
I really do not believe that what I consist of is 
nothing else but matter and complication, but 
certainly I do consist of a bit of matter and an 
incredibly big amount of complication. We 
might find out the details of this complication, 
of how the long chains of molecules are tied to- 
gether. These coiled molecules look like codes 
carrying unknown messages, they look like 
strange symbols handed on from one genera- 
tion to the other, so that each generation may 
know how to build its body. One has the feeling 
that if one looked into the details one would 
have learned a lot more about life. One would 
have answered a lot of questions and one might 
have learned, perhaps surprisingly and pain- 
fully, that a number of questions that are asked 
as a matter of course today should never have 
been asked because they are devoid of any 
sense or significance. In other words, we might 
either learn how to answer or how to ignore the 
question, “What is life?” 

Now what will all of this mean in practical 
terms? The world has become exceedingly 
small; no one can do anything without influ- 
encing his neighbor; no one’s neighbor can do 


anything without influencing him in turn. It is 


obvious, and we have all heard it and we have 
all said it, that some sort of law and order must 
be produced so that we can live peacefully to- 
gether. I am absolutely certain that this will 
happen in the next hundred years. Whether it 
will happen after a violent and bloody war or 
whether we shall find a peaceful way of de- 
velopment and agreement is the big question 
facing the next generation. But I am sure world 
civilization will survive. The question, and it 
is a most important one, is whether it will sur- 
vive as a free community. But no matter what 
will happen, there will be law and order and 
peace a hundred years from now. 

Many people worry about another problem. 
This worry has been started by the most false 
of all false prophets and the most plausible 
one: Malthus. Even if we survive a war, will 
the globe be able to support us? It is my con- 
viction that there will be indeed plenty for 
everyone and for a long time to come. By using 
our past and future scientific knowledge it will 
be possible to provide a decent standard of 
living for all the people. 

I should like to mention three technical de- 
velopments which I think are likely to occur. 
One is that we will have enough energy for the 
obvious reason that we have atomic energy. We 
do not yet quite know how to use it safely and 
economically. But all this will be well explored 
and well understood. 

Next we shall learn how to influence weather. 
This will be a terrible thing because we shall 
lose in this way the last safe topic of conversa- 
tion. People will feel much more violently 
about weather than they feel now about poli- 
tics. Of course, there will be a conflict of 
interest between nations, each of which will 
want to get its appropriate share of rain or 
sunshine. This is a further reason why we need 
to find ways in which to live together peace- 
fully. If we can agree the benefits will be great. 
With controlled weather we shall be able to 
grow more food. 

This brings me to the third topic: having 
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understood more about biology we shall find 
more ways to provide ourselves with food, 
some of them chemical, and some of them ex- 
ploiting new areas of our earth. The most fer- 
tile part is the cradle of all living beings—the 
ocean. In addition to horticulture and agricul- 
ture, then, we shall develop mariculture, the 
development of all the seas for human uses. 
Our present means of fishing are not much 
different from those of the Stone Age. But be- 
fore we can bring the waters of our globe under 
cultivation we should learn how to cooperate 
with each other. International diffculties will 
arise unless we will have found earlier a way 
to live peacefully together. 

From 2050 to 2150 we shall have many more 
problems. The population which in 2050 may 
be 7 billion will rise by 2150 to more than 20 
billion people. I think there will still be enough 
food and still enough energy, but there may 
not be enough room at that time. In other 
words, the mutliplication of human beings is 
likely to lead to this problem: How shall we 
live with each other? 

Young people in those days will think more 
and more about finding some isolated spot. We 
might start to colonize planets outside our 
solar system. Of course, even today you can 
see that the younger set of the television view- 
ers is already ardently interested in this prob- 
lem. I do not know how to solve it. But where 
billions have a will there may be an interstellar 
way. 





The progress of biological sciences will have 
another consequence. People will get to live 
longer and longer. Anyone who dies before his 
100th birthday will be said to have died in his 
youth. As we grow older and more reasonable 
we shall all become Republicans. With the 
youngsters starting off for the planets of distant 
suns I do not know how the two-party system 
will be maintained. 

I have told you earlier that before 2050 a 
firm world organization will have been intro. 
duced. One may dream of a crisis of this or. 
ganization during the century 2150 to 2250, 
There will be a young and promising colony 
on a planet at a distance of 17 light years. As 
all other such places, this planet will be gov. 
erned at least in important policy matters by 
the experienced people here on earth. This 
government will have become slightly cumber. 
some. Any question put to the highest council 
will require 17 years to arrive. Some time will 
be spent making a decision, and then, 17 years 
will pass again while the answer goes back to 
the vigorous people of that planet. During the 
century 2150 to 2250 this young and promising 
colony will declare its independence from 
mother earth in a most ungrateful, obstinate 
and wrong-headed way. The unity and stability 
of the world will be lost. 


And what will happen after that I really 
cannot guess. 





Periods of tranquility are seldom prolific of creative achievement. Mankind has 


to be stirred up. 


Alfred North Whitehead 
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WILLIAM H. KNOWLES 


Human Relations 


in Industry: Research 


and Concepts 


This critical survey of the study of human relations in industry 


finds a “mystical, cultist’’ trend as well as “useful” applications 
of social science research and concepts. 


The causes of labor unrest and worker dis- 
satisfaction in all their manifestations—from 
strikes and riots to passive insubordination— 
are a challenge to man’s wit. Reformers of all 
kinds, revolutionaries, politicians, labor lead- 
ers, novelists, social scientists, and personnel 
managers have suggested ways to bring about 
labor peace and worker satisfaction. The prob- 
lem has proved to be complex and stubborn. 
It remains with us, although it takes on chang- 
ing forms. 

The latest group to attack human problems 
in industry are specialists in “human rela- 
tions,” who approach industrial relations 
through the study of small-group behavior, and 
whom we shall call “human relationists” for 
want of a better term. They are sociologists, 
social psychologists, clinical psychologists, 
psychiatrists, social anthropologists, and, toa 
lesser extent, political scientists, who study 
small, informal groups.’ Many human relation- 
ists have entered the field via schools of educa- 
tion, introducing into human relations the 
ideas of John Dewey and the concepts of pro- 


gressive education. Only the economist and the 
historian have been left out of the interdiscipli- 
nary team. 

A basic tenet of human-relations theory is 
that primary groups (the family, work crews, 
union committees, church and lodge groups, 
bowling clubs, etc.) are fundamental units of 
society, and that study of them yields a better 
understanding of the individual, the organiza- 
tion, and society as a whole. Specialists in 
industrial human relations are conce_ned with 
the behavior of informal groups at all ievels 
of a business organization. In addition to re- 
search in industry, industrial human relation- 
ists apply research findings from the study of 
such diverse groups as ladies’ sewing circles 
and army combat terms to work groups within 
the industrial setting. 


EVOLUTION OF TRENDS 


Human relations in industry began with the 
work of Elton Mayo and his associates, and 
developed from their classic studies at the Haw- 
thorne Plant of the Western Electric Company.” 
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Their findings about the informal organization, 
informal communication, and the informal 
work group have been reported interminably 
and their value judgments and philosophical 
framework have been the subject of a major 
debate in industrial-relations literature.’ As the 
result of this debate, the propositions of the 
original Mayo group of human relationists at 
Harvard have been modified. Although indi- 
vidual human-relations specialists vary in their 
beliefs, in general it may be said that human- 
relations concepts since Mayo have been modi- 
fied as follows:’ 

* Human relationists no longer hold out the 
hope of developing an exact science of human 
behavior and social organization. In the tradi- 
tion of the scientific managers, the industrial 
(behaviorist) psychol-zists and sociologists of 
the Durkheim positivist school, human-rela- 
tions specialists in industry once hoped that 
laws of group behavior and industrial organi- 
zation could be discovered, making prediction 
and control possible.” If anything, some 
human-relations specialists now tend to go to 
the other extreme and proclaim that true under- 
standing of human behavior is subconscious, 
subjective, and non-rational rather than intel- 
lectual. There tends to be an anti-intellectual, 
mystical element in present-day human rela- 
tions. 

® Although Mayo and his group tended to 
emphasize irrational motives as causes of in- 
dustrial conflict, human relationists now 
recognize that such conflict may be a form of 
rational economic behavior, and that economic 
incentives are often a strong motivating force.” 
On the other hand, economists must concede 
that there are other things in life besides money 
which men seek to maximize. The study of 
motivation has proved to be complicated and 
has yielded little of use to management and 
union leaders. 

® The discovery of the informal organization 
in industry (with its own communications net 
apparently independent of the formal one), 





which is sometimes the “real” organization for 
getting work done, at first led many human. 
relations experts to deprecate the importance 
of a conventionally drawn table of organiza. 
tion. They now recognize that the informal 
organization cannot always adjust itself to pro. 
duction and to the solution of the personal 
problems of the work force within the structure 
of the organization. The structure of the formal 
organization itself may be the actual cause of 
both production and personnel problems. Dis. 
satisfied with traditional organization theory, 
specialists in human relations are seeking a 
reformulation of the principles of organiza. 
tion. Although they have made specific sug. 
gestions for the improvement of the formal 
organization, they have not yet produced a 
general theory of organization based upon 
human-relations principles. 

® Earlier human-relations specialists in indus- 
try tended to study the work environment as a 
closed social system and to ignore such ex. 
ternal factors as economic conditions, the com. 
munity, and the internal politics of the union.’ 
Human relationists continue to emphasize the 
primary social group as fundamental to an 
understanding of both individuals and society, 
but they also recognize the importance of eco- 
nomic, political, and social factors. The earlier 
preoccupation with the work group was re- 
lated to a philosophy which held that the ex- 
ternal environment was essentially cold, hostile, 
and unfriendly and that the psychic needs of 
man could be best served in a kind of industrial 
monastery. Most human relationists today 
reject this romantic philosophy of “escape 
from freedom” and argue that the goal of 
human relations is to develop individuals who 
can be effective in many groups. Most of 
today’s human relationists are proponents of 
the open society rather than of industrial 
feudalism. 

® Just as human-relations theorists now give 
greater weight to the formal organization and 


to the external environment, they also weight 
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more heavily the importance of the indi- 
yidual—his values and his personality—in as- 
sessing the behavior of the group. Although 
psychologists may still be criticized for ignor- 
ing the influence of the group on the individual, 
psychologists-turned-human-relationists have 
tended to re-emphasize the importance of the 
individual in shaping the attitudes and values 
of the group. By placing stress on the social 
group, some human relationists have supported 
a philosophy of “togetherness” and the denial 
of individualism. Once again we are faced with 
the debate on human nature and the natural 
order of society. Recent human relationists 
have reasserted the importance of the indi- 
vidual by stressing the desirability of develop- 
ing social groups that can be effective without 
infringing on the individual’s right to privacy 
by tolerating a high degree of nonconformity. 
¢In giving management the role of a benev- 


> 


olent, paternalistic, “natural elite,’ which un- 
derstood the true needs of the worker better 
than the worker did himself, early human- 
relations literature (in the tradition of pre- 
World War II management-oriented labor- 
relations liter. .urey seems basically authori- 
tarian in philusophy.* Although this view still 
lingers, most human-relativus specialists have 
become proponents of industrial democracy as 
a result of their more recent research in indus- 
try. The reasons for this, and the means by 
which democracy in industry is to be achieved, 
are a central theme in current industrial human 
relations and will be taken up later in this 
paper. Whereas pioneer human relationists 
were attacked as authoritarians and lackeys of 
management, the present stress on industrial 
democracy has caused criticism of another 
kind: that human relationists are “misty-eyed” 
idealists whose preoccupation with the rights 
and dignity of the individual causes them to 
lose sight of the need for efficiency and profits. 
* Early human-relations literature was notable 
for the absence of any extensive discussion of 


unions and for naiveté as to the unions’ func- 
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tion and purpose. The authoritarian philo- 
sophical overtones of the Hawthorne studies 
were anti-union. Today’s industrial human re- 
lationists understand unionism, recognize the 
unions’ value in industrial relations, and study 
human-relations problems within the union 
itself and in union-management relations.’ 
More sophisticated human relationists have no 
plans for “taming the union,” for making the 
union leaders a second-class nobility in the 
management elite, nor for establishing an era 
of unbroken union-management harmony. 
Just as there is no human-relations organiza- 
tion theory, the exact relationship between 
human-relations concepts and those of tradi- 
tional unionism and collective bargaining has 
not been spelled out, though they do appear to 
supplement and complement one another. 

® Elton Mayo spoke of developing human- 
relations skills in management to resolve prob- 
lems of industrial unrest, and was attacked for 
his manipulative approach to employee-em- 
ployer relations. Present-day human relation- 
ists go to the other extreme of being anti- 
technique. “Manipulation” has become a dirty 
word. Today, human relationists hold that 
basic personality changes are necessary to 
“good human relations” and that simple tech- 
niques of getting people to do what they do 
not want to do are not only morally wrong but 
ineffective.” Manipulation as a continual one- 
way process may be generally impossible; it 
does not, however, seem reasonable to say that 
you cannot sometimes manipulate another per- 
son—that is, get him to do what you want him 
to do. 

® The Hawthorne and subsequent studies re- 
yealed the communications problem of modern 
industry, and stress was laid upon channels of 
communication, semantic problems, and 
frames of reference. The inference drawn from 
the studies was that if individuals could under- 
stand one another this would remove the major 
cause of industrial discontent. Latter-day 
human relationists realize that there are “real” 
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causes for discontent, not arising from mere 
misunderstanding or lack of information, 
which are removed neither by channels of com- 
munication nor by catharsis. The communica- 
tions problems raised by early human relation- 
ists are not dismissed, but are placed in their 
proper perspective. The present concern of 
human relationists in communications is with 
interpersonal, nonverbal communications in- 
voking subconscious, vaguely-felt emotions.” 
Communications research is currently involved 
with the phenomena of perception, subception, 
and empathy in group interaction. 

® Pioneer human relationists appeared to be 
unaware that their conclusions from field re- 
search carried ethical inferences that did not 
inevitably follow from the studies. Critics 
pointed out that alternative inferences from the 
same findings were possible. Human relation- 
ists are now more sophisticated and take care 
to distinguish between findings of fact and 
value judgments. Initially, human relationists 
hoped to reduce ethics to a science, and in the 
process of organizing a scientifically-con- 
structed society, economy, and social group, 
they expected that all interpersonal relations 
would be placed on a scientifically ethical 
basis. 

Although present-day human relationists 
have abandoned the search for an exact science 
of society and human nature in the sense of 
prediction and control (as noted previously 
in this section), the quest for a scientific basis 
for an ethical society still goes on. Clinical 
psychologists working with social anthropolo- 
gists believe that some societies, economies, 
organizations, and systems of values are con- 
ducive to mental illness and that others more 
in harmony with man’s nature produce satis- 
factory mental health. If mental health can be 
equated with ethics, there is a scientific basis 
for recommending some kinds of organiza- 
tions, values, and leadership styles over 
others. While many may dispute this line of 
reasoning, it is refreshing that human rela- 





tionists are now concerned with the discovery 
of a suitable industrial environment for man. 
kind rather than continuing the pre-World War 
II emphasis on “adjusting men to machines,” 


MAJOR CONCEPTS IN HUMAN 
RELATIONS 


Interrelatedness of Personality, Primary 
Group, Organization, and Culture: These con- 
cepts are the building blocks of society, and 
all of them are related to one another. An indi- 
vidual’s personality, attitudes, and values are 
to a large extent shaped by the primary groups 
to which he belongs or has belonged; but, con- 
versely, primary groups are a reflection of the 
values, attitudes, and personalities of their 
members. Most human-relations research has 
been an examination of the relationships be- 
tween the individual and the group. Research 
has revealed, for instance, that personality 
change does take place as one changes mem- 
bership in groups, that it is easier to change 
the attitude of the whole group than to change 
that of an individual member, that an indi- 
vidual gets more of his values from member- 
ship in primary groups than he does from the 
organizations to which these groups belong. 

Similarly, the character of groups is in part 
shaped by the organization and the culture just 
as the organization is shaped by the culture 
and the groups. Culture, in turn, is the product 
of individuals, groups, and organizations. The 
complexity of these interrelationships explains 
the difficulty the political reformer has in at- 
tempting to bring about change from the top— 
the corporation president trying out a “new 
broom,” the foreman seeking to change the 
habits of his crew, or the teacher trying to 
influence individual behavior. 

The human-relations approach to the prob- 
lems of industry is to assert that some com- 
binations of personalities, groups, organiza- 
tions, and cultures produce conflict, frustra- 
tion, and mental illness and that other com- 


binations produce harmony, satisfaction, and 
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mental health. The neurotic family is likely to 
produce neurotic children who may be well- 
adjusted to the neurotic groups and organiza- 
tions they will join in their neurotic culture. 
Likewise, healthy individuals, groups, and or- 
ganizations within healthy cultures interact 
so as to reinforce each other. 

This framework of interrelationships is a 
very broad generalization. There can be 
frustrated, overly-aggressive groups and in- 
dividuals within otherwise healthy organiza- 
tions, and the opposite may also be true. More- 
over, there are many kinds of personality types, 
groups, organizations, and cultures that are 
healthy and as many kinds that are unhealthy. 
Clearly, it is no simple this-or-that relationship. 
Human relationists have no vision of a static 
society of placid individuals in passive groups. 
Organizations, individuals, and groups are 
dynamic, the direction of their change is 
largely nonpredictable; but in the process of 
change the conditions for mental health can 
be preserved. 

Personality Problems: Psychologists con- 
tinue to be perplexed by the infinite variety of 


personality traits (dimensions) and patterns 


(syndromes) which seem to defy analysis. 
Human-relations specialists in industry, how- 
ever, single out two personality patterns as 
important to an understanding of the problems 
of industrial unrest. The first is the authori- 
tarian personality, a personality which tends 
to be emotionally unstable, to repress facts 
which are contrary to belief, to be insensitive 
to the feelings of others, to wrongly estimate 
the goals of others, and to think of people and 
of problems in rigid stereotypes. Such a per- 
sonality ty-e has serious communication diffi- 
culties; he has no understanding of his own 
subconscious feelings, he has difficulty express- 
rg his feelings and in understanding the feel- 
ings of others, he tends to judge too soon, and 
he does not know how to listen to others. Non- 
authoritarian, or democratic, personalities have 
the opposite tendencies. 


HUMAN RELATIONS IN INDUSTRY 91 


Human-relations research indicates that the 
authoritarian personality is common in Ameri- 
can industry and a basic cause of much con- 
flict and misunderstanding. Economic issues 
and power struggles will always be present, but 
many conflicts which appear on the surface to 
be economic or to be power struggles are in 
reality the problems of sick individuals. The 
treatment of the authoritarian personality 
would eliminate a major source of industrial 
unrest and inefficiency. Conversely, no amount 
of smooth channels of communication or pre- 
cision in the use of words will help the authori- 
tarian who cannot listen and who thinks in 
stereotypes. 

Another personality syndrome in industrial 
society that is stressed by human relationists is 
the frustration-aggression pattern.” Frustra- 
tion arises out of the organization of modern 
industry and urban living in which individuals 
have casual relationships with many people but 
have few intimate friends. The result is a lack 
of “belongingness” to work groups, neighbor- 
hood, or even to family. Research indicates 
widespread frustration arising also from dull, 
monotonous jobs lacking in creativity and self- 
expression, from poor supervision, economic 
insecurity, and emphasis on economic incen- 
tives to the exclusion of nonmaterial incentives. 
The consequence of frustration is aggressive 
behavior, which only aggravates rather than 
solves frustration. Carriers of the mental dis- 
ease of frustration can infect work groups and 
whole organizations in this manner. 

Research suggests that no correlation exists 
between “normal personality” and work satis- 
faction or supervisory ability. A general rela- 
tionship seems to exist, however, between dis- 
satisfaction on the job or lack of supervisory 
ability and a) dissatisfaction with things in 
general, b) lack of friendliness and identifica- 
tion with social groups, c) emotional im- 
balance and lack of understanding of personal 
psychological needs, d) poor interpersonal 
relationships, intolerance of the psychologi- 
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cal needs of others, and insensitivity to the 
communication of those needs, e) tendency to 
be unrealistic, arbitrary, and inflexible, and f) 
an unhappy home in childhood, with a repeti- 
tion of the pattern in adulthood.” 

The Work Group: The social group is the 
center of focus of human relations studies in 
industry.” By measuring the roles and status of 
group members, human-relations specialists 
study the structure of work groups. By analyz- 
ing communication networks, they relate the 
formal and informal organization of the group 
to other groups and to the organization as a 
whole. 

One important variable in the behavior of 
groups and their members is the degree of 
group cohesiveness, and human relationists are 
concerned with the causes and implications of 
cohesive work groups.” Another important 
variable is leadership, which the human rela- 
tionists consider to be a function of group be- 
havior rather than a characteristic of the in- 
dividual in the leadership role. A leader can 
shape a cohesive group, enforce its norms, and 
change its norms only under certain conditions 
because he must first gain the acceptance of 
the group and meet its norms. Human rela- 
tions, then, studies the nature of leadership 
and the relation of informal leaders, appointed 
outside leaders (foremen), elected leaders 
(shop stewards), multiple leadership, and 
shared leadership (leaderless groups) to the 
work group. 

Emerging from a multitude of studies the 
following conclusions appear: 

1. Informal social groups exist in business 
and industry. The fact of their existence is 
important to both management and the 
worker. 

2. Work is a social experience and most 
workers find satisfaction in membership in 
social groups. Accordingly, lack of a cohe- 
sive work group leads to low morale as ex- 
pressed in absenteeism, turnover, and ma- 


lingering.” 





3. A work group may be cohesive in main. 
taining low production standards, resisting 
change, hostility towards supervision and/or 
other groups, denying membership to new. 
comers, and demanding strict conformity 
of its membership. On the other hand, a 
cohesive work group may have high work 
standards, accept technological change, be 
friendly to other groups, cooperate with 
supervision, and have minimum unwritten 
codes of conformity for membership. 

4. Three factors seem to be important in 
securing the more desirable kind of cohesive 
group: leadership of a democratic style 
rather than an authoritarian or a laissez. 
faire style,” a climate which allows a high 
degree of participation on the part of the 
group in decisions affecting its work,” and— 
finally—a type of general organization 
which permits this kind of group, leadership, 
and participation in management. 

The Organization:* Not only do business 
enterprises tend to be dominated by authori- 
tarian personalities, but the management hier- 
to be 
authoritarian and the traditional rules of 


archy by its very nature tends 
organization contrary to democratic human- 
relations principles. Consequently, mature in- 
dividuals with normal personalities are driven 
away or frustrated by the very character of the 
business organization. Research indicates that 
attempts to train supervisors in the democratic 
style of leadership in order to build effective 
work teams fails because such a primary group 
cannot survive in the authoritarian environ- 
ment of the company as a whole. 

The key to industrial peace lies not in “ad- 
justing the worker,” in the pre-World War Il 
style, but in adjusting top management. The 
leadership criteria for good supervision should 
also be applied to top management, so that an 
organizational climate will be created in which 
effective work groups can operate. Corporate 
organizations following human-relations prin- 
ciples would be decentralized for wide partici- 
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pation in decision-making (because people 
resist goals that are imposed upon them but 
become committed to goals set by their group). 
Their structures would be viewed as inter- 
locking, overlapping groups rather than as 
pyramids of superior-subordinate relationships 
between individuals. Accordingly, the tradi- 
tional problem of delegating authority and 
responsibility (span of control) would be re- 
stated in terms of maintaining communica- 
tions between groups. And, further, the super- 
visor’s job would be changed from that of 
giving orders and maintaining quality and 
quantity standards to that of being spokesman 
for his group in its relations with other groups 
and maintaining an effective work team which 
sets its own goals, solves its own problems, and 
disciplines its own members. 

The Culture: Human-relations research re- 
veals that these findings on personality, groups, 
and organizations are relevant mainly to the 
culture of the United States, and cannot be 
applied in wholesale fashion to other cultures. 
Those raised in authoritarian cultures, with 
authoritarian families and institutions, do not 
function effectively in a democratic climate. 
On the other hand, the United States has a long 
cultural tradition of democratic values. 

Most American institutions, including the 
home and the public-school system, are demo- 
cratic; in being authoritarian, business or- 
ganizations are out of step with the cultural 
environment. In the past, industry could vio- 
late human-relations principles which are in 
harmony with American culture, so long as not 
many people were affected and so long as eco- 
nomic coercion was possible; but now, with 
the growth of industry, more people are af- 
fected and full employment and the spread of 
unionism make economic coercion less work- 
able.” Moreover, as William H. Whyte cor- 
rectly observes, human-relations principles 
gain much of their impetus from the growth of 
a middle-management class who are in revolt 
against the rugged individualists of top man- 
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agement. Finally, industry by its very success 
in creating wealth has caused men to turn from 
preoccupation with mere economic survival to 
a concern with a work environment and way 
of life which permits a greater degree of self- 
expression and creativity. (In this connection, 
human relationists refer to the demand for 
greater “self-realization.”) In brief, our herit- 
age is democratic and there is a general social 
movement for a more humane, dignified treat- 
ment of the individual, and industry is adjust- 
ing to this cultural demand. 

Human-Relations Training: Training in 
human relations has become very popular. 
Many have relabeled their traditionc] training 
programs to capture the popularity of the 
term. Actually, human-relations trz’ .ing has 
its own body of theory and teaching method. 
At the outset, let it be noted that the goal of 
human-relations training is to bring about the 
changes in personality, groups, and organiza- 
tions reviewed in the preceding sections. 

* Training Theory and Goals:* Training 
theory in human relations comes from four 
closely related sources: group dynamics, clini- 
cal psychology, progressive education, and the 
case method as practised by the Harvard 
Graduate School of Business Administration. 
A basic proposition is that most, if not all, 
learning situations take place on an emotional 
rather than an intellectual level. Accordingly 
books, lectures, and visual aids that appeal to 
conscious reason may bring intellectual under- 
standing or even a change in attitude, but will 
not change behavior. L-arning by doing means, 
then, having an emotional experience. From 
the viewpoint of the clinical psychologist the 
major obstacle to learning is not lack of brain 
cells but emotional maladjustments which 
cause the individual to distort, or to close his 
mind to, facts and reality. Accordingly, the 
learning theory and the theory of therapy for 
the emotionally disturbed parallel one another. 

Although these theories may be challenged 
as being too inclusive, there is ample evidence 
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that they do apply to problems in human rela- 
tions. Personality problems prevent individ- 
uals from understanding their own difficulties 
and from being effective in interpersonal rela- 
tions, and prevent their being sensitive to the 
needs of others. Lecturing, under these circum- 
stances, increases resistance to change instead 
of bringing change about. It is no wonder that 
many executive-development, foreman-train- 
ing, and salesmanship courses have had little 
success in actually changing leadership style 
or sales approach. 

Some educational theorists believe that there 
are subject-matter areas that do not lend them- 
selves to orderly analysis. Any principles that 
emerge from analytical study are so general as 
to be of little use to the practitioner in specific 
situations. Theory only causes the practitioner 
to be introspective when he should be acting, 
and a kit of how-to-do-it techniques may be 
clumsily applied to the specific case. 

The goals of human-relationships training 


programs are: 


a) To gain a better understanding of one’s 
self. To “know one’s self” may range from 
resolving subconscious emotional conflicts 
to becoming aware of how others react to 
one’s mannerisms. 

b) To broaden and sharpen sensitivity to 
the feelings of others. 

c) To develop respect for others and to 
accept individual differences. Reasonable as 
this may appear, human-relations trainers 
find that an underlying cause of industrial 
conflict, often not consciously stated, is con- 
flict between age groups, between male and 
female, between ethnic groups, or between 
those with varying physical appearance. 

d) To establish the belief (rejected by au- 
thoritarians) that kindness is not a weak- 
ness. 


e) To treat all human-relations problems 
with a clinical approach—to be sympathetic 
and understanding as if seeking a cure for 





illness rather than to blame or make accusa- 


tions as to motives. 


From these goals follows a further goal of 
human-relations training: the overcoming of 


barriers to interpersonal communication in 


order to reduce conflict that arises from mis- 
understanding. 


One 
training technique in human relations is the 


unstructured (free-floating ) discussion.” Group 
psychotherapists have learned that people with 


¢ Training Techniques: important 


mild emotional difficulties can be helped 
through group discussion, which avoids the 
time and expense of psychoanalysis. Although 
this is not the place to review the theory of 
group psychotherapy, it should be noted that 
it has been successful in rehabilitating ex- 
prisoners of war, alcoholics, the physically 
handicapped, criminals, and juvenile delin- 
quents. The same theory and techniques apply 
in sensitivity-training and leadership-develop- 
ment laboratories; group discussion of emo- 
tional problems has a therapeutic effect leading 
to a change in behavior. There is no denying 
emotional involvement in this learning situa- 
tion. 

A second training technique has resulted 
from the clinical psychologists’ discovery that 
a patient gains relief, insight, and understand- 
ing if allowed to act out situations that seem 
emotionally disturbing. This therapeutic tech- 
nique—called “psychodrama, ’—is applied to 
industrial situations under the name of role 
playing.” The student is confronted with a 
variety of typical industrial human-relations 
problems in which he can play different roles 
and practice different ways of dealing with the 
problem. Here again, the student learns no 
theory or technique, but he becomes more 
aware of his own style of behavior and its ef- 
fect on others; he learns to understand others 
by playing their roles. He learns because he 
becomes emotionally involved. 

Clinical psychologists have provided also a 
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also a 


technique of counseling described as permis- 
sive, called “nondirective” counseling.” The 
counselor is a sympathetic and understanding 
listener who mirrors the feelings and thoughts 
of the patient and responds to his unstated 
emotions. The patient discovers that he must 
define his own problem in order to reach a so- 
lution by himself. The counselor only offers 
understanding and encouragement. Again, this 
is not the place to give a detailed account of the 
theory, but the technique is of therapeutic 
value. 

Since many problems of employees are of 
the type that can be handled by counselors, 
human relationists have recommended that 
counseling be made a service of the personnel 
department. This recommendation has not 
taken hold. Some human relationists recom- 
mend also that everyone in the management 
hierarchy be trained in the techniques of non- 
directive guidance as a method of dealing with 
human-relations problems. If every supervisor 
practiced nondirective counseling, he could 
overcome subconscious resentment to him as 
an authority figure, improve communications, 
and deal with the subconscious personal prob- 
lems underlying many production problems. 
In short, training in nondirective guidance is 
training in a leadership style desirable in dem- 
ocratic work-groups. 

The study of cases is a fourth technique used 
in human relations training.” As the Harvard 
Business School is deeply committed to the 
case-study approach for the teaching of skills 
in business administration, it is not surprising 
that their human-relations training program 
places emphasis upon case studies in human 
relations. Rather than to produce a therapeutic 
or cathartic effect, the Harvard Business 
School’s objective in human-relations training 
is to sharpen understanding in an area where 
there are no general rules and no “right an- 
swers” by offering the students “concrete” sit- 
uations which will permit them to develop a 


feel for human-relations problems. 
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CRITIQUE OF HUMAN RELATIONS 
RESEARCH IN INDUSTRY 


Scientific Validity. A fundamental objection 
to the conclusions derived from human-rela- 
tions research is that they are not supported by 
adequate scientific evidence.” In spite of the 
bulk of the literature pertaining to human re- 
lations in industry, conclusions are based pri- 
marily upon four studies: the original Haw- 
thorne study, the Harwood Manufacturing 
Company study, the Glacier Metal Company 
study (English), and the comparative studies 
of the University of Michigan Survey Research 
Center involving the Prudential Life Insurance 
Company, the Detroit Edison Company, the 
Baltimore and Ohio Railroad Company, and 
the International Harvester Company. Except 
for the Survey Research Center’s studies, the 
findings may be challenged on the grounds that 
the company environments selected for study 
are not typical of industry generally.” Human 
relationists have got a lot of mileage out of 
four studies. The human relationists deny this 
charge and point to a growing body of research 
involving a wide variety of industries and work 
groups. As classics in the human relations 
field, these four pioneering studies are most 
frequently cited, since subsequent studies seem 
to support the original findings. 

Another argument to dispute the scientific 
validity of human-relations studies relates to 
the nature of their controlled experiments with 
small groups. First, the experiments involved 
school children, college psychology classes, and 
soldiers. The question may be raised (but not 
conclusively answered) whether work and 
management groups are comparable to the ex- 
perimental groups. Second, do findings based 
upon temporary, ad hoc groups apply to groups 
that have a continuing relationship with one 
another? Third, it is pointed out that there is 
no power relationship in the experimental 
groups other than the “social power” of per- 
sonalities, whereas economic power is a real 
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factor in most relationships in industry. 
Fourth, there is a suspicion that experimental 
groups are so designed as to prove the hy- 
pothesis of the experimentor, (It would be in- 
teresting to design an experiment to test the 
hypothesis that autocratic leaders are more ef- 
fective than democratic leaders, or that demo- 
cratic, group decision-making will result in 
greater resistance to change.) In other words, 
experiments proving one set of propositions 
in human relations do not necessarily disprove 
other sets of apparently opposing propositions. 
To these criticisms human relationists reply 
that they do the best they can and will welcome 
suggestions for better ways of studying small- 
group behavior. 

Finally, some critics question the scientific 
foundations of human relations on the grounds 
that much of its theoretical underpinning de- 
pends upon findings in clinical psychology, 
which is concerned primarily with treatment 
rather than scientific research. Thus its main 
conclusions are based upon “clinical insight” 
rather than upon controlled experiments.” Lay- 
men are often amazed at the ingenuity of clini- 
cal psychologists in interpreting complicated, 
contradictory facts so as to create a unified 
picture and a reasonable, though long, chain of 
causal relationships. Others join the game by 
analyzing the psychologist rather than analyz- 
ing his analysis—which in turn permits the 
psychologist to analyze his critics rather than 
their analyses of his analysis. Clinical psychol- 
ogists readily admit that they practice no exact 
science comparable to the physical sciences and 
charge that those who attempt to do this, like 
the experimental psychologists, are doomed to 
failure by the very nature of the problem. 
Rather than attempting to build an exact sci- 
ence, clinical psychologists try to be scientific 
in their attitude and in their insights. They are 
impressed by the consistency of patterns relat- 
ing personality problems to childhood back- 
ground, occupation, and group membership. 
Their accumulation of cases which indicate 





consistent patterns, while not conclusive, is 
impressive. 

Emphasis on Group. A second criticism of 
human-relations theories is the major theme of 
William H. Whyte’s The Organization Man." 
Human relationists are charged with denying 
individualism—which is part of our pioneer 
heritage, political liberties, and laissez-faire 
tradition—through human-relations training 
(collectivism in progressive education) and by 
seeking an environment which exalts the group. 
The discipline of the boss and of the organiza. 
tion, which can be resisted, is replaced by the 
discipline of the group which becomes internal. 
ized as self-discipline. As a consequence the 
individual loses his personality in stifling con- 
formity to group norms. The point is well taken 
against those human relationists who claim 
that the group is more important than the in. 
dividual, that the individual’s values, attitudes, 
and personality are mere reflections of those 
of the group, and that his security, happiness, 
and status are dependent upon his membership 
in groups.” Such a conclusion from research 
in group behavior leads to the metaphysical 
proposition that the individual finds his true 
self and gains his liberty by completely losing 
himself in a group. 

It is improper to describe the entire human- 
relations movement as anti-individualist, since 
other human relationists state the problem of 
group conformity in a different perspective. 
They point out that for most of human history 
man has been intimately tied to one single 
group—the family, which integrated economic, 
religious, social, political, educational, and rec- 
reational activity within a single group. (So- 
cial anthropologists observe that primitive 
peoples do not think of themselves as individ- 
uals but identify themselves completely with 
their group.) Modern society, however, per- 
mits membership in a great variety of groups 
having a variety of norms and values, and per- 
mitting a greater variety of personality types. 


Freedom to be an individual, to select or re- 
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ject groups and their norms, and to belong to 
many different groups, is a relatively new expe- 
rience that humans have yet to master. Instead 
of returning to primitive society, these human 
relationists favor the development of mature 
individuals who can take advantage of the free- 
dom offered by industrial society to achieve 
self-realization. 

To an increasing degree, however, work in- 
volves “dealing with people, not things,” and 
decisions are made by committees rather than 
individuals. Liberal human relationists there- 
fore seek to develop groups that are tolerant 
of a wide range of personalities and permit a 
large degree of nonconformity“—groups.which 
can cooperate on common problems without 
first demanding proof of kinship or loyalty 
oaths. 

The Nature of Conflict. Another criticism, 
closely related to the conformity issue, is that 
many human relationists are too preoccupied 
with the building of group cohesion to reduce 
conflict and encourage harmony and coopera- 
tion.” Although it is true that some human re- 
lationists equate cooperation with goodness 
and consider conflict bad and, therefore, con- 
clude that cohesive (harmonious) groups are 
the best,” others hold the more sensible view 
that only conflict arising from subconscious, 
nonrational motives and from failure in com- 
munications should or can be eliminated. There 
are enough real, substantive conflicts that 
groups must resolve. It is normal and healthy 
for individuals and groups to be faced with 
a reasonable amount of tension from time to 
time. Life without conflict (challenge) —even 
if possible—would be intolerable. 

The human relationists’ emphasis upon har- 
mony and nonlogical causes of conflict has led 
to the accusation that they ignore the economic, 
political, and ideological causes of conflict. 
They are charged with showing sloppy senti- 
mentality when rigorous logic and analytical 
ability are required. It is said that human re- 
lationists, in both controlled experiments and 


HUMAN RELATIONS IN INDUSTRY 97 


field studies, have neglected the study of power. 
Sensitive to criticism, human relationists now 
are including the consideration of power and 
conflict in their research.” 

Group Decision-Making. Human relationists 
are also criticized for maintaining the supe- 
riority of group decision over individual deci- 
sion. Some critics contend that only individuals 
can be creative, that group decisions must nec- 
essarily be mediocre, that they are time-con- 
suming, and that they are part of the buck- 
passing, responsibility-shirking trend of the 
new generation of managers (brought up on 
group projects in progressive schools). Exper- 
imental evidence on the speed and quality of 
group decisions and brain-storming is con- 
flicting and inconclusive.” 

There is of course a danger that groups be- 
come so imbued with the goal of cohesion and 
harmony that they hastily reach an agreement 
without careful examination of facts, alterna- 
tives, or consequences. On the other hand, an 
increasing number of business decisions must 
be made in committee. Human relationists state 
that the curse is not the committee system but 
the inability of people to conduct themselves 
in committees so as to reach efficient, high- 
quality decisions. Human-relations research 
has yielded many practical suggestions for 
more effective committee operation.” 

Although some day it may be proved that 
individual decision is superior to group deci- 
sion, it has been established that decisions 
made by the group are more acceptable to the 
membership.” Subordinates resist decisions 
handed down by superiors simply because they 
resent authority. People come to understand 
a problem better if they have a hand in solving 
it. They become aware of their subconscious 
feelings about the problem in the course of 
discussion. People are more apt to carry out 
a decision they have participated in making. 
The group tends to enforce the carrying out of 
the decision. There are instances where the 
acceptance of a decision (as in production 
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standards) is more important than the quality 
of the decision. 

The Meaning of Democracy. Human rela- 
tionists are criticized for their loose use of the 
term “democracy” and their tendency to equate 
non-directive, permissive leadership with de- 
mocracy. Just as there are times when our 
national government requires firm, directive 
leadership, so too in industry. While the emo- 
tionally-disturbed patient may need and appre- 
ciate nondirective guidance, it does not nec- 
essarily follow that normal well-adjusted 
students, offspring, spouses, or employees will 
respond enthusiastically to the teacher, parent, 
husband, or supervisor who serves only as a 
sounding board for thoughts and feelings. 
Child psychologists have learned that children 
worry over the abnormal eunuch-like behavior 
of parents who conform to the text book ideal 
of understanding parents. It would seem that 
supervisors under appropriate conditions may 
accurately communicate feelings of righteous 
indignation to enforce the intellectual content 
of their message. When to express true feelings 
of emotion and when to bide one’s time is a 
human-relations problem, but has nothing to 
do with democracy. Some human realtionists 
have equated democracy with “leaderless 
groups” where rank disappears and all are 
equal, while others have held that democracy 
pertains to political democracy (intergroup re- 
lations) and is not relevant to small groups. A 
middle ground would be that collective bar- 
gaining and grievance. procedure, supple- 
mented by decentralized management down to 
the work-group level, increases the degree of 
industrial democracy.” 

Mysticism. Some human-relations specialists 
have, in my opinion, a mystical, anti-intellec- 
tual bias in their writing that is not supported 
by research evidence and which detracts from 
the positive contributions of the movement.” 
Just as clinical and Gestalt psychologists stress 
the total personality and total environment— 
saying that the whole cannot be understood by 





the analysis of component parts—human rela. 
tionists speak of “the personality of the group” 
and “the totality of the group situation.” Such 
a view is supported by some experimental eyi- 
dence, but it does not follow that the group as 
a mystical body (Herder’s romantic herren. 
volk) is of greater value than the individual 
members. A group may be something more 
than the sum of its individual members, but 
this does not detract from the worth of the 
individual, nor imply that life is meaningful 
only through complete identity with a group.“ 

Similarly, some human relationists speak of 
the “wisdom of the group” not in the sense 
that two heads are better than one, but in the 
sense that the group, as an entity, is the carrier 
of a primordial wisdom more trustworthy than 
the intelligence of individuals.” The wisdom of 
the group is sometimes compared to the “wis- 
dom” of the human body in healing itself with- 
out conscious effort and to the “wisdom of na- 
ture” which operates best when not thrown 
into disequilibrium by the purposeful activity 
of man.” The group subconscious is held to be 
the repository of ancestral wisdom.” Some 
human relationists argue that the “logic of 
feelings” is greater than the “logic of thought”; 
that “Seeing is believing, but feelings are the 
truth.” The implication is that conscious, in- 
tellectual analysis is “obsessive” and will not 
lead to right answers and that the subconscious, 
nonrational, emotional! aspects of man should 
be sharpened and given free rein for creative 
thought.” 

In contrast, then, to early human-relationists 
who sought an exact science, some human- 
relationists of today would argue that scientific 
attempts to understand interpersonal relations 
must fail because the impartial observer can- 
not become emotionally involved. The emo- 
tionally-involved participant, however, has 
subconscious understanding that he cannot ex- 
plain because he is too involved to be an ana- 
lytical observer. The implication is that the 
development of conscious-level, intellectual 


abi 


pov 
of 

tio! 
to € 
un¢ 
gro 
tior 
hig! 
hav 
lem 
spri 
Hu 
lem 
for 
to 

mys 








the 


not 
Dus, 


yuld 


tive 


ists 
nan- 
tific 
ions 
can- 
>mo- 

has 
t ex- 
ana- 
- the 


ctual 


ability destroys the more primitive, intuitive 
powers which are actually a more useful means 
of reaching decisions on interpersonal rela- 
tions. Although some human relationists seek 
to eliminate the “hidden agenda” of emotisnal 
undercurrents which obstruct task-oriented 
group activities, others prefer to trust emo- 
tional expression, insights, and feelings as the 
higher level of reality. The study of group be- 
havior necessarily leads to concern with prob- 
lems of unspoken communications, the main 
springs of creativity, and suppressed emotions. 
Human relationists must deal with these prob- 
lems, and one can, after all, assert that these 
forces within groups do not lend themselves 
to scientific analysis without becoming a 
mystic. 

Evangelism. Those human relationists who 
are closely allied to the mystics see human re- 
lations as a revolutionary movement to save 
Western civilization from impending doom.” 
The doom theme is an old one, going back to 
the reaction of the Romantic philosophers to 
the Industrial Revolution. Durkheim, Mayo, 
Fromm, and Toynbee further developed the 
imminent doom thesis. To summarize briefly, 
the doom thesis holds that modern industrial 
society is out of tune with the basic needs of 
human beings. The impersonal, market-ori- 
ented economy causes mental illness, creating 
a market-oriented personality type which, in 
turn, reinforces both the market orientation 
and the illness. The tyranny of the impersonal 
forces of an atomistic free market is more dev- 
astating to the individual than the tyranny of 
the group. 

The process through which this occurs is 
circular: individual freedom leads to compe- 
tition which in turn leads through rapid tech- 
nological change to job specialization. Job 
specialization means the loss of meaningful 
work—which, because life is no longer mean- 
ingful, causes abnormal acquisitiveness of 
material things. This emphasis on the high 
standard of living leads ultimately to more 
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competition. Modern industry and urban liv- 
ing destroy primary groups, create uncertainty 
as to status, and cause psychological insecur- 
ity. Proof of this condition is found in the rise 
in suicides, divorce, alcoholism, mental illness, 
functionless families, functionless older people, 
and juvenile delinquents, and in the decline in 
worker membership in community organiza- 
tions. 

For some human-relationists, the solution to 
this state of affairs lies in human-relations 
metaphysics. It offers a philosophy which will 
give meaning to life and to work and will end 
the evils of acquisitiveness and rootlessness by 
teaching man how to love his fellow man again. 
This way of life is that of the cohesive social 
group, which offers love, security, and purpose- 
fulness for the individual. Human relations, in 
this sense, becomes a revolutionary, evangeli- 
cal sect whose goal is to remake individuals, 
groups, organizations, and cultures. Those hu- 
man relationists who reject the emphasis upon 
harmony, cohesiveness, and belongingness also 
reject the doom thesis and feel no need to save 
the world. While not all human relationists 
have a revolutionary mission to save the world, 
few of them deny that there appears to be an 
interrelationship between labor unrest, social 
disorganization, modern technology, industrial 
organization and a highly competitive, mate- 
rialistic market-oriented economy. Human re- 
lationists who are concerned with these vari- 
ables are not necessarily either romanticists or 
utopians. 

Training. Finally, human-relations training 
is the subject of much criticism. First, it is said 
that the training cannot be proved to be of 
value.” This is a difficult objection to cope 
with, for scientific evaluation is hard and the 
findings are inconclusive. Some studies suggest 
that human-relations training has no effect or 
has negative results, and others indicate that 
human-relations training yields positive re- 
sults. However, since no one has demanded a 
scientific evaluation of the effectiveness of lib- 
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eral-arts or business-administration curricula, 
it is not reasonable to ask it of the human-rela- 
tions curriculum. 

The second criticism of human-relations 
training parallels the current attack on pro- 
gressive education’s life-adjustment courses.” 
It may be true that the business man’s biggest 
problems both quantitatively and qualitatively 
are human-relations problems, but somewhere, 
someone must have some technical competence. 
It may be true that administrators must be 
“specialists in the general,” get the “big pic- 
ture,” and must “like people,” but the details 
of running the enterprise cannot be left entirely 
to the engineers, accountants, and lawyers. In- 
stead of skills in group decision-making, which 
critics call shirking responsibility, it is sug- 
gested that skill in individual judgment and 
self-confidence be taught. Rather than develop- 
ing listening ability, critics urge that future 
executives learn how to present ideas effec- 
tively. Human-relations training, which neces- 
sarily stresses insight, sensitivity, a feeling for 
the situation, and the premise that “there are 
no right answers,” cannot evaluate student per- 
formance. It may be that education is not 
meant to be painless or to be fun, but to be 
hard, rigorous work. As in progressive educa- 
tion, perhaps there should be a balance be- 
tween what are called “hard” content-oriented 
courses and “soft” human-relations training 
courses. 

The third criticism of human-relations train- 
ing relates to the mystical and revolutionary 
evangelism of human relations.” It is doubtful 
whether one should be taught to trust his 
hunches rather than logical analysis. Individ- 
uals and groups may suffer from Calvinistic 
inhibitions, but it is questionable whether the 
free reign of feelings in a revival-camp meeting 
atmosphere is the solution to the problem. 
When sensitivity becomes sentimentality and 
self-awareness becomes self-pity, training in 
human relations is not developing mature in- 
dividuals. There is a fine line between being 





conscious of one’s motives and reactions, and 
being so preoccupied with one’s self as to be. 
come ineffectively self-conscious. Although the 
revolutionist stresses belongingness as a virtue 
to be learned in training laboratories, group 
therapists consider this to be the adolescent 
stage in group development in which individ. 
uals use the group as an emotional crutch. In. 
stead of encouraging this development, some 
human relationists work toward “group ma- 
turity” in which individuals can preserve “self” 
while effectively participating in groups from 
which they can withdraw to be emotionally 
independent.” 

Finally, some critics, raising the question of 
whether human relations can be or should be 
taught, argue that the seriously maladjusted 
need clinical treatment which should not be fi- 
nanced by industry or schools of business ad- 
ministration. For those who would benefit from 
human-relations training, on the other hand, 
it is claimed that the course is too brief, that 
personality change cannot be brought about 
by a one-semester course or a two-week semi- 
nar. To put it briefly, good interpersonal re- 
lations are a way of life in which a person must 
be reared.” 

In response to these criticisms, human rela- 
tionists reply that training programs are for 
normal individuals and that there is experi- 
mental evidence that the training, admittedly 
brief, does improve both on-the-job and mari- 
tal relations. Human-relations training supple- 
ments content-oriented courses and is not in- 
tended to replace the established curriculum. 
Industry and the professional schools in uni- 
versities include human-relations training as 
part of the general training program because 
it is a valuable part of the overall education 
of the executive, supervisor, administrator, 
educator, and social worker. Finally, critics of 
human-relations training cannot escape the 
fact that traditional teaching methods are not 
highly effective. Human relationists argue that 
teachers of subject matter courses will borrow 
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human-relations training methods, as is now 
being done in business conferences and con- 


yentions, to improve the learning process. 


EVALUATION 


Industrial human relations has two main 
trends that are so interwoven as to cause con- 
fusion and controversy. The first is an evan- 
gelical, missionary framework of thinking. 
Essentially, this is a revolutionary view which 
sees civilization as on the brink of destruction; 
those who hold this view believe it to be their 
duty to save the world. Just as scientific man- 
agement elevated a few techniques of industrial 
engineering into a movement aimed at revolu- 
tionizing the structure of society, some human 
relationists have raised the study of primary 
groups to the level of a utopian ideology. In 
the scientific-management movement the per- 
fection of tools of measurement yielded nat- 
ural laws of cooperation which, in turn, led to 
a technocrat’s utopia. Human-relations cultists 
seek cooperation through therapy, ‘ievolution 
by infiltration” into industry and government 
via human-relations training courses, and be- 
lieve that the “withering away” of the state 
will follow from the decentralizing of authority 
to leaderless groups. 

The cult of human relations, however, is not 
as modest as psychiatry, whose practitioners 
admit that the answers to philosophical ques- 
tions regarding the meaning of life cannot be 
found in psychiatry. Beyond the treatment of 
emotional difficulties, the evangelists among 
the human relationists offer a philosophy of 
life in mystical union with the group. Where 
the psychiatrist expects to find a degree of self- 
sufficiency, tension, conflict, and loneliness in 
the life of a normal individual, the cultist sees 
these as defects which create mental illness. 
From the psychiatric point of view, human- 
relations training by the cultists may hurt 
rather than help emotional cripples. It may 
even be that enthusiastic participation in 
human-relations alumni clubs is a sign of im- 
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maturity rather than a vision of a new era of 
peace and love—an indication of retarded de- 
velopment rather than of rebirth. 

The mystical human relationists draw anti- 
intellectual conclusions from their interpreta- 
tion of psychoanalysis. They emphasize the 
subconscious, the nonrational, the instinctive, 
and distrust conscious, rational, analytical 
processes. Moreover, it is the collective sub- 
conscious that is the source of wisdom, supe- 
rior decisions, truth, and reality. Science is 
too objective to discover the truth. Reality is 
an emotional experience that can be felt but 
cannot be understood. According to the mys- 
tics, rational compartmentalization of knowl- 
edge obscures the truth whereas the Gestalt of 
the group unconscious will discover truth. 

The second major trend in the movement 
puts human relations in its proper perspective. 
This is the application to industry of concepts 
and research in the social sciences. In this re- 
spect, human relations has made a contribution 
in providing a general framework for the 
analysis of industrial relations, 

Human relations research has provided us 
with valuable information about informal 
groups, organization, leadership, and training. 
Along with time-and-motion study, this body 
of information is being applied to the prob- 
lems of the business enterprise. Human rela- 
tions has made a contribution by increasing 
our awareness of the emotional, nonrational, 
subconscious aspects of interpersonal relations. 
These unconscious forces are not limited to 
those in mental institutions but constitute 
problems with which all must deal. Further- 
more, human-relations studies have made clear 
that these difficulties are not entirely the con- 
sequences of the birth trauma or of rejecting 
mothers. The nature of the business organiza- 
tion, its leadership, or groups within industry 
may themselves cause emotional disturbances 
which are harmful to business as well as to 
individuals. Finally, the human-relations ap- 
proach raises questions concerning our indus- 
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trial, urban culture as a cause of individual, 
group, and organizational maladjustments. 
Although mental health is not an exclusive 
measure of the worth of a culture, it is a fruit- 
ful one worthy of further exploration. Follow- 
ers of this trend within the human-relations 
movement, instead of wallowing in the non- 
logical, would raise subconscious motivation 
to the conscious level so that irrational con- 
flicts could be eliminated. 

As indicated in the first section of this paper, 
the approach of early human relationists had 
a management-oriented flavor which was op- 
posed by those labor-relations specialists who 
saw in collective bargaining a democratic in- 
dustrial government that both preserved the 
dignity of the individual and made large-scale 
business enterprise workable in a political de- 
mocracy. These same specialists attack as in- 
compatible with individual freedom, collective 
bargaining, and democracy, that part of the 
present-day human-relations movement which 
stresses harmony through conformity. 

The other major trend in human relations, 
however, complements the concept of mature. 
democratic industrial government. Research 


evidence supporting greater participation in 





decision-making by all employees, and favor. 
ing a less authoritarian organizational stryc. 
ture and style of supervision, is encouraging to 
those with a democratic philosophy. 

Human relations in industry brings into 
sharper focus but does not give final answers 
to questions of industrial democracy, power 
relationships, conformity, and efficiency. Un. 
less human-relations research comes up with 
new experiments and fresh ideas there will be 
no general theory of human relations. As indi. 
cated elsewhere in this paper there are gaps in 
the general theory, which is suggestive rather 
than conclusive. Current research supports 
ideas already developed and as such tends to 
be repetitious. Unless major developments take 
place, human relations, like scientific manage. 
ment, may be reaching a dead end. In brief, 
there is one trend in the human-relations 
movement that, in its extreme form, is a mys- 
tical revolutionary cult and may be harmful to 
both individuals and organizations. Another 
offers a better understanding of groups and or. 
ganizations, and, although its framework ap- 
pears to be limited, it supports viewpoints 
found in the concept of mature industrial 


government. 





NOTES 


‘For definitions of human relations see: A. Paul 
Hare, Edgar F. Borgatta, and Robert F. Bales (eds.), 
Small Groups; Studies in Social Interaction (New 
York: Knopf, 1955), pp. 1-9 for a historical view; 
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